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2 THE BANKER 
A Banker’s Diary 


THE first shock of war set loose a whole series 


of intensely deflationary forces. The certainty that 
w a good many industries will find the 
“4 demand for their products in wartime 


and : 
Deflation Cntirely destroyed or heavily curtailed, 


coupled with the uncertainty which in- 
dustries will in fact be able to survive the war 
has caused employers over a large section of civil 
industry to dismiss staff wholesale and impose severe 
wage cuts. At the same time the banks have been com- 
pelled, for the protection of their depositors, to call in 
advances from those firms and individuals likely to 
suffer most severely. Thus a large-scale destruction of 
incomes has been accompanied by a large-scale destruc- 
tion of credit as bank advances have been liquidated. 
As explained later, one potential deflationary influence 
the sharp rise in the note circulation—was promptly 
and efficiently neutralized by official action. But 
slbonah a contraction of the credit base was in this way 
prevented, there has inevitably been a wild scramble for 
liquid assets. — has been further accentuated by the 
combined effect of the rise in Bank Rate and the fixing 
of minimum prices in rendering gilt-edged securities 
practically unsaleable. Unfortunately, we seem likely 
to have the worst of both worlds; for the fact must be 
faced that this particular kind of deflation, far from 
extending the limit of safe credit expansion must 
actually bring the limiting point considerably nearer. 


As is well known, the popular theory that credit can 
safely be expanded so long as unemployed resources 
si cast exist depends upon a very special and 
~ Case careful interpretation of what is meant by 
Higher unemployed resources. In normal times 
Taxation 4M expansion of credit will help to revive 
demand in formerly depressed industries 

and so assist the reabsorption of the special unemploved 
into very much the same employment as before. But 
this tacitly assumes that the general structure of demand 
is comparatively little changed, whereas unemployment 
has been increasing this month owing to the actual 
or prospective disappearance of the demand for an 
immense range of inessential products—a demand which 
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cannot be expected to reappear until the war is over. 
In so far as the resources thrown out of employment are 
specialized to their former occupations—and this is true 
to a much greater extent than some economists seem to 
realize—their absorption into productive industry must 
be difficult and perhaps impossible. Hence it would not 
be a gross exaggeration to conceive the impact of war as 
resembling that of an earthquake which has destroyed a 
large part of our labour force and capital equipment, 
rather than the onset of a normal cyclical depression 
which would actually increase the scope for safe credit 
expansion. It must be remembered, too, that the sort 
of public works policy long advocated by Mr. Keynes 
(and, in fact, put into practice through rearmament 
borrowing in the past two years) demands that a supply) 
of consumption goods to meet the requirements of those 
newly employed shall te forthcoming, thanks to the 
existence of unemployed resources, at essentially 
unchanged prices. Under present conditions that 
proviso can hardly be satisfied. To the extent that the 
special unemployed are absorbed into the services and 
into armaments production, they merelv become entitled 
to a larger proportionate share in a limited supply of 
consumption goods and services. The greatly contracted 

productive’ industry has to meet the demand of a 
ereatly expanded “unproductive” industry. The 
national income, and its equivalent in real terms, have 
suffered a heavy and lasting contraction; and these 
smaller money incomes will have to bear an enormously 
increased armaments bill. The practical impossibility 
of achieving a corresponding increase in taxation 
revenue will actually increase that part of the cost of the 
war to be met by borrowing. And the effect on prices 
of this larger borrowing will be the more pronounced 
owing to the curtailment in the current output of con 
sumption goods. Great though the hardships may be, 
the case even for crushing increases in taxation is 
unanswerable. 


(HE transition to war conditions was immediately) 
reflected in a sharp expansion in the use of bank notes 
A purely emergency demand for currency 

ee was created by the evacuation of large 
Currency Sections of the population. A less tran 

' silent increase in the demand for currency 
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arose from the fact that large numbers of individuals 
were removed from contact with their usual trades- 
people and with the branch banks at which their 
accounts were kept, while at the same time the pressure 
for the repayment of bank advances and the general 
uncertainties as to the future led to the withdrawal of all 
sorts of credit facilities on a wide scale. Thus the jump 
of £45,441,000 in the note circulation in the three weeks 
to September 13 shown by the following table is by no 
means surprisingly large and it is evidence of the 
unshaken confidence of the public in the banking system 
that in only the third week of the war the return of notes 
from circulation once again exceeded withdrawals by as 
much as £7,000,000. (In the following week there was 
a further reflux of £4,665,000.) 

Gold in Valuation Total Notes in Reserve 


Issue price issue circula- 
Dept (fine tion 

4 ounce) $000 $000 £000 
Aug. 2 23, ««. «246,416,965 145/60 540,417 505,004 39,199 
30 .. 263,010,700 155/60 563,011 529,499 34,250 
Sept. “6 wi 102,180 108 580,102 549,886 30,502 
Bo x 126,633 16d 560,127 553,475 27,197 
20 142 ,720 10d 550,143 540 495 34, 22s 


In meeting this suddenly increased demand for notes, 
the greater elasticity introduced into our currency 
system by the Currency and Bank Notes Act passed 
earlier this year has proved enormously valuable. _ It 
will be seen from the table above that in the fortnight 
to September 6 no less than £33,685,000 of the rise in 
the circulation was met automatically by an expansion 
in the total note issue brought about by the simple pro- 
cess of writing up the gold in the Issue Department from 
the previous level of 148s. 6d. to the new record price of 
168s. established by the lowering of the sterling peg from 
4.681 to 4.04. 


AT the time the Currency and Bank Notes Act was 
passed it was regarded as somewhat paradoxical that 
any depreciation in sterling, leading to a 


ane higher price for gold, should be allowed 
Neutralized tO pave the way for an increase in the note 


issue. In the past month, however, the 
decline in sterling took place simultaneously with a 
sharply increased demand for liquid assets, so that the 
new Act merely made it easier to neutralize what might 
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otherwise have become a strongly deflationary influence. 
As explained above, a large part of the demand for addi- 
tional notes was due to the use of cash for transactions 
formerly conducted on a credit basis. Thus the expan- 
sion in the issue merely permitted the conversion of a 
certain quantity of bank deposits into actual cash, with- 
out any addition whatever to the effective circulation of 
money. Thanks to this convenient increase in the total 
issue, the reserve in the Banking Department was 
reduced by no more than £12,000,000 throughout the 
whole of the rise in the circulation. By means of ener- 
getic purchases of securities even this small decline in 
the reserve was prevented, as will be seen from the table 
below, from causing any stringency of credit. Indeed, 
the Banking Department's total deposit liabilities actually 
increased by £16.8 millions in the two weeks ending 
September 6, with the result that bankers’ deposits 
jumped from £92.1 millions to the very comfortable level 
of £111.3 millions. Thus it is evident that the extensive 
calling-in of advances by the banks was in no way 
necessary to protect their cash ratio but was a normal 
precautionary measure necessitated by the doubtful 
prospects for many branches of production. 


Govt. Total Total Bankers 

—_—. Securities Securities deposits deposits 
{mn {mn {mn {mn 
Aug..23 x. ae 99°7 129°7 150°7 g2°I 
30 a i 423-2 I44°1I 160°2 go°I 
sept. 6 i. +6 123°7 154°9 167°5 III°3 
me as +s mee 153°5 162°4 109°6 
me - ua <  E9 153°3 169-2 107°9 
27 120°3 146°7 167°4 107°I 


FINALLY, it will be observed that the gold in the Issue 
Department fell from £263,010,700 on August 30 to the 
: purely nominal figure of £102,189 on Sep- 
Bank’s — tember 6. This large movement reflects 
Fo el the transfer to the Exchange Account of 
Fand virtually the whole of the gold formerly 
held by the Bank. Startling though this 
operation might appear to the last generation of bankers, 
it merely brings to its logical conclusion the whole trend 
of monetary policy in recent years. As long ago as 1931 
the Macmillan Committee pointed out that the only 
effect of a fixed fiduciary issue “is to forbid the Bank of 
England to use by far the greater part of its gold for the 
only purpose for which it is held or could be used— 
B 
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namely, the defence of sterling and the settlement of 
international transactions.” This principle was tacitly 
accepted early this year, when the transfer of 
£350,000,000 of gold to the Exchange Account necessi- 
tated a temporary increase in the fiduciary issue to 
£400,000,000 and for the time being reduced the propor- 
tion of the gold “backing” of the note circulation con- 
siderably below the conventional ratio. By transferring 
the remaining gold to the Exchange Account, the 
authorities have merely placed our gold holding in the 
only hands which can make use of them. Before its 
transfer to the Exchange Account the same physical 
holding as in the previous week was written up to the 
new gold price of 168s., with a corresponding increase 
in the total issue. As a result of the transfer the fidu- 
ciary issue is raised to the new record level of 
£580,000,000, the increase requiring Parliamentary sanc- 
tion in accordance with the Currency and Bank Notes 
Act only after a period of two years. 


WHEN the Exchange Account, at the end of August, 
abandoned the dollar peg of 4.68} and left sterling to 
its own devices, liquidation of the huge 

The New bull position in dollars kept the pound 

F te soe remarkably steady, the dollar closing on 
“Rates the Saturday before the outbreak of war 

at 4.20. Thus the new official rates of 

4.02-4.06 fixed by the Bank of England when the market 
opened under the new regime on the Tuesday following 
the Bank Holiday were considerably below the level at 
which the pound had found support in a free market. 
Although the downward adjustment of the rate must 
increase the cost of our purchases from America, the 
authorities were undoubtedly wise in choosing to err, if 
at all, on the safe side. The economic level of any cur- 
rency under war conditions is necessarily very different 
from that which can be maintained with ease in peace- 
time, as Mr. Morgenthau recognized when he announced 
that in view of the emergency he did not regard 
the adjustment of sterling and the franc as competitive 
devaluation inconsistent with the Tripartite Agreement. 
The movements of sterling in the New York market are 
dealt with in the succeeding article. In the following 
table the official rates quoted by the Bank of England 
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on September 23 are compared with the quotations 
ruling a month earlier: 


Bank of England Rates Closing Change 
September 23 rate against £ 
Buying Selling Middie August 23 % 
New York bs 4°04 4°02 4°03 4684 14 
Montreal. . bs 4°47 4°43 4°45 4:°684; 5 
Paris aS is 177 176 1764 176 33 — 
Brussels .. .. 23°70 23°40 23°55 27°653 15 
Geneva .. << Fes 17°55 17°65 20-724 184 
Amsterdam it 7°55 7°45 7*50 8-72} 14 
Stockholm .. I6+g0 16:70 16-80 19°39 134 
Oslo ” sa —S7o 17°50 17°60 19-904 114 
Buenos Aires .. 17°00 16-40 16°70 20°15 17 


As will be seen, the French franc has moved closely 
in step with sterling, as have the Dominion currencies, 
even the Canadian dollar having followed the U.S. dollar 
only to a very minor extent. On the other hand, the 
main Continental currencies have moved in line with the 
dollar, and the Swedish and Norwegian have broken 
away from the sterling bloc, though the Danish kroner 
shows only a minor appreciation against the pound. 
Thus the war has brought some minor defections from 
the sterling bloc, but this remains intact as a currency 
league of the countries within the British Common- 
wealth. 


ONE step taken immediately on the outbreak of war was 
the passage of the Currency (Defence) Act. This Act 

: provides for two important emergency 
New Powers measures, postal orders being promoted 


mie temporarily to the status of legal tender, 
Account. While legal priority over all other loans 


was conferred on special advances granted 
by the Bank of England. At the same time the Act 
provided for changes of a more lasting importance in 
the powers and functions of the Exchange Account. 
The clauses effecting these changes read as follows: 


1.—(1) Notwithstanding anything in subsection (3) of section 
twenty-four of the Finance Act, 1932, the Treasury may cause any 
funds in the Exchange Equalisation Account to be invested in securities 
(including securities and assets in currency of any country and in 
whatever form held), or in the purchase of gold, in such manner as 
they think expedient for securing the defence of the realm and the 
efficient prosecution of any war in which His Majesty may be engaged ; 
and in sub-section (7) of the said section (which requires the Comptroller 
and Auditor General to examine the Account with a view to ascer- 


B2 
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taining whether the operations on, and the transactions in connection 
with, the Account have been in accordance with the provisions of 
Part IV of the said Act) references to the said Part IV shall be con- 
strued as including references to this sub-section. 

(2) There shall be no limit to the aggregate amount which may be 
issued to the Exchange Equalisation Account out of the Consolidated 
Fund of the United Kingdom or the growing produce thereof; and 
accordingly in sub-section (4) of section twenty-four of the Finance 
Act, 1932, the words from “not exceeding” to ‘ pounds,’ the 
Exchange Equalisation Account Act, 1933, and the Exchange Equalisa- 
tion Account Act, 1937, shall cease to have effect. 

(3) If at any time the Treasury are of opinion that the assets in 
sterling of the Account are for the time being in excess of what is 
required for the purposes of the Account, the Treasury may direct 
that the excess shall be applied in such manner as the Treasury may 
direct in redeeming or paying off debt of such description as the 
Treasury think fit. 

Since the mobilization of private holdings of foreign 
securities suggests that these will be used if need be for 
the support of the exchange, it is obviously convenient 
that the Exchange Fund should be in a position to 
repurchase such securities in periods of sterling strength, 
though in some quarters this clause has been interpreted 
as meaning that the Account can now be used directly 
for the finance of war purchases. The removal of the 
former limit on the size of the Account is unlikely to 
have any great practical importance in the near future, 
but the powers taken by the Treasury to use surplus 
sterling for the redemption of debt may enable the Fund 
to give important support to the gilt-edged market. 
Thus although the activities of the Fund in the control 
of the exchanges will be less spectacular, if no less 
valuable, than before the war, it is now legally equipped 
to perform the functions of a Rentes Stablization Fund 
as well as an exchange stabilization fund. Whether it is 
proposed to use the Account in this way is, of course, 
another matter entirely and one on which no official 
information has been vouchsafed. 


THE first black list of firms in neutral countries, issued 
under the Trading with the Enemy Act, has been subject 
; to much criticism in banking circles on 
a account of its glaring omissions. Only two 
Enemy. banks are mentioned, the Societa Bancara 
Romana (which is the Roumanian affiliate 

of the Dresdner Bank) and G. Scheel & Co., Tallinn, 
Esthonia. A casual glance through the Bankers’ 
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Almanac would disclose a number of German-controlled 
banks registered abroad. There is, for instance, the 
Deutsch-Asiatische Bank, whose head office is at 
Shanghai, and which is therefore technically not a 
German bank and should be mentioned specifically in 
the black list. There is the Banco Aleman Antioqueno, 
Medellin, Colombia. The Union Bank of Yugoslavia 
came recently under German control. Such examples 
could be multiplied. Considering that it took about a 
fortnight to compile the first black list it is felt in banking 
circles that it might have been more thorough. 

Lack of system characterises the compilation of the 
black list. For instance, while the Sofia Agency of the 
German State Railways is specifically mentioned, there 
seems nothing in the list to prevent banks and merchants 
from trading with the numerous other neutral agencies. 
Similarly, the Venezuelan agency of the Hamburg- 
American Line is singled out to be placed on the black 
list, while the other agencies are omitted. 

The result of such omissions might well be that 
merchants or banks will make payments to technically 
neutral firms which in reality are German-controlled. It 
is considered important that the Board of Trade should 
enlist the collaboration of the intelligence departments of 
banks in order to compile a comprehensive list of enemy 
firms as quickly as possible. It is especially during this 
early period that it is important to stop the loopholes. 


The New Finance Kegulations 


NCE again, Europe has been plunged into war 

by Germany’s greed of power and love of force, 

but this time the peace-loving nations were not 
taken unawares. Now that no alternative has been 
left to us but to destroy the Nazi canker in the heart of 
Europe, it is a satisfaction to recall that the persistence 
of this ‘‘ country’s efforts to preserve peace was matched 
only by the energy of our preparations for war should 
it prove impossible to avert a conflict. In the financial 
sphere this preparedness found expression in the 
Government’s ability to announce immediately on the 
outbreak of war a series of far-reaching decrees which 
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transformed our financial system overnight. In some 
respects, the new measures still require elaboration and 
amendment; but in substance they contain all that is 
necessary to adapt our financial structure to the needs 
of war. 

Apart from purely emergency measures and a few 
minor steps, the framework of the new system is con- 
tained in the series of Defence (Finance) Regulations 
issued under the general authority conferred by the 
Emergency Powers (Defence) Act, which empowers His 
Majesty, by Order in Council, to make such regulations 
as appear to him to be necessary or expedient for the 
defence of the realm and the efficient prosecution of the 
war, including the taking of possession or control of any 
property. These Regulations, together with the 
Treasury Orders made in accordance with them, are 
printed as an appendix to this article and their full text 
is well worth the study of every banker and business 
man. It is proposed here simply to sketch the broad 
outline of the main changes and to make certain 
comments on their application and general effect. The 
matters covered by the regulations fall under three main 
headings: the regulation of exchange, the mobilisation 
of foreign securities and control of new capital issues. 
Of these the most important is obviously the substitution 
of a regime of exchange control for the Exchange 
Account System operated since 1932. 

The essence of the exchange regulations is the 
centralization in the Treasury, and in the “authorized 
dealers” appointed as its agents, of all dealings in 
foreign exchange. Henceforth no person other than an 
authorized dealer may buy or sell, borrow or lend any 
foreign currency or gold except with permission granted 
by or on behalf of the Treasury. The more detailed 
provisions of the regulations are simply means of 
ensuring that this official control of exchange shall be 
as comprehensive as possible. In the first place, British 
residents are required to offer to the Treasury all existing 





* Both for this purpose and in the restrictions on foreign securities 
the currencies so far designated are: United States and Canadian 
dollars, Argentine pesos, French and Swiss francs, belgas, guilders, 
Swedish kroner and Norwegian kroner. 
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holdings of gold and of certain specified foreign 
currencies. This compulsory surrender may be regarded 
as one stage in the mobilization of our exchange 
resources, which has been completed by the transfer to 
the Exchange Account of the gold formerly held in the 
Issue Department of the Bank of England and by the 
powers taken by the Treasury to secure control at will 
of securities readily marketable abroad. Since foreign 
exchange must now be sold to, and can only be obtained 
from, the Treasury’s agents, it follows that exporters 
must offer to the authorities through the authorized 
dealers the exchange proceeds of their exports, and that 
importers wishing to pay for goods in a foreign currency 
must apply to the authorities for the necessary allotment 
of exchange. As a logical extension of the official 
control it is provided also that no person may send out 
of the country gold or titles to foreign exchange without 
Treasury consent. And since sterling may be sold in 
foreign markets in exchange for foreign currencies, there 
is a further prohibition on the export of bank notes and 
postal orders and on the drawing or negotiation of bills 
of exchange and promissory notes conferring a right to 
receive payment in the United Kingdom. Finally, no 
transfers of sterling may be made from the account of 
a resident to that of a non-resident without authorization. 

As an immediate consequence of the new regulations, 
the foreign exchange market was changed beyond recog- 
nition at a stroke of the pen. The regulations do not 
represent a mere increase in the control over foreign 
exchange dealings; they imply a fundamental change 
in the basis of such operations. Hitherto the foreign 
exchange market had been the most cosmopolitan of 
institutions, the handmaiden of international capital 
movements, of international arbitrage, of multilateral 
trade; henceforth foreign exchange is to be the exclusive 
concern of the domestic British trader, arranging imports 
and exports to and from these shores, and of the authori- 
ties, who will administer our exchange resources for the 
same ends and in much the same way as a housewife 
lays out the money in her purse. 

This translation of foreign exchange from the inter- 
national to the domestic sphere was implicit in the selec- 
tion of the authorized dealers to act as the Treasury’s 
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agents. In addition to the Bank of England, the follow- 
ing group of twenty-four banks were endowed with full 
authorization to deal in all currencies, including those 
designated for surrender to the Treasury : 


Barclays Bank Williams Deacon’s Bank 
British Linen Bank Union Bank of Manchester 
Coutts and Co. Bank of Scotland 

District Bank Clydesdale Bank 

Glyn Mills and Co. Commercial Bank of Scotland 
Lloyds Bank National Bank of Scotland 
Martins Bank North of Scotland Bank 
Midland Bank Royal Bank of Scotland 
National Provincial Bank Union Bank of Scotland 


Westminster Bank 


It will be seen that the list is composed of purely 
British institutions, including the London clearing 
banks (and one provincial subsidiary of a clearing 
bank), eight Scottish and five Irish institutions. The 
basis of selection is epitomized in the fact that at least 
one of the appointed dealers had not previously 
possessed a foreign exchange department. The whole 
object, in view of the new and more limited function of 
foreign exchange business, was obviously to establish 
contact with the trading public at as many points as 
possible, and the banks selected are those which possess 
the most extensive network of branches throughout the 
country as a whole or in particular regions. Various 
Dominion and overseas banks were appointed as 
authorized dealers in the currencies of the territories in 
which they operate. But it is characteristic of the new 
“ parochialization ” of foreign exchange that none of the 
foreign banks represented in the countries whose curren- 
cies were designated as required by the Treasury has 
been authorized to deal in those currencies. Nor does 
the new system seem to hold intrinsically any important 
place for the merchant banks and other specialist insti- 
tutions formerly so prominent in foreign exchange busi- 
ness, though (in virtue, no doubt, of their established 
connections with foreign owners of sterling balances) 
these have been allowed certain privileges in the reten- 
tion of sufficient balances abroad for the convenient 
conduct of their business, and in permission to send 
abroad cheques, etc., in foreign currency without obtain- 
ing the requisite form. Still less does the new system 
require the services of the foreign exchange brokers, 
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invaluable intermediaries when dealings were a matter 
of seconds and forward exchange business raised deli- 
cate questions of credit which could not decently be 
settled by direct negotiation between bank and bank. 
Thus, for the present, the foreign exchange brokers dis- 
appear from the scene completely, not without a certain 
amount of no doubt unavoidable hardship. 

In principle the application of the new system is 
simple, even if in practice the Bank of England and the 
authorized dealers were overwhelmed with an avalanche 
of complicated queries for many weeks after the control 
was instituted. Rates for the important “required” 
currencies are, of course, no longer determined in the 
open market. Instead, the Bank of England announces 
each day a series of buying and selling rates valid until 
further notice, as well as a buying price for gold, which 
has hitherto been unchanged at 168/-. The authorized 
dealers receive a flat commission of 4 per cent. on all 
purchases and sales, any profit on exchange dealings 
now accruing to the Treasury through the margin 
between the Bank’s buying and selling rates. For the 
minor currencies, on the other hand, free market rates 
are still quoted. As to the machinery of exchange 
operations, an importer requiring foreign exchange must 
apply through his banker for Treasury consent to the 
sale on Form E. _ In straightforward cases the 
authorized dealer will be able to deal with the applica- 
tion on his own initiative, refusing applications 
which do not fall within the specified exceptions, 
granting others and referring to the Bank of England 
only doubtful applications from residents and all appli- 
cations from non-residents. Persons wishing to send 
foreign currency out of the country must apply for 
permission on Form X or T, and if the application is 
granted will receive Certificate C, which must be 
enclosed with the remittance for the benefit of the mail 
censorship. On the other hand, with certain exceptions, 
any person proposing to transfer sterling to a foreign 
account must make out a declaration on Form E1, 
which must be stamped by a bank, that the transaction 
is not contrary to the exchange regulations, which in 
practice is taken chiefly to mean that the payer has no 
reason to suppose that he is unwittingly trading with the 
enemy by making a payment to a neutral firm under 
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German control. (A preliminary list of such concerns 
has now been published and is discussed on page 8.) 
The classes of transaction for which Form Et has been 
dispensed with include the payment of dividend war- 
rants to foreign accounts and apparently the discounting 
of bills for foreigners, since in the latter case the acceptor 
will normally have made out a Form Et and attached it 
to the bill when giving his acceptance. 

Unlike some notorious Continental systems the regu- 
lations are by no means onerous. Subject to certifica- 
tion “ by or on behalf of the Treasury ” (which normally 
means by a bank) reasonable travelling and other 
personal expenses are specifically exempted, though 
limitations have been laid down on the amounts which 
may be taken out in the form of notes, money orders, 
etc. No person can plead the exchange restrictions in 
excuse for failure to meet legitimate commitments 
abroad, for the other specified exemptions are the 
reasonable requirements of a trade or business carried 
out in the United Kingdom, and exchange required to 
fulfil contracts made before the outbreak of war. It will 
be noted that the latter would cover the service of 
external debt expressed in foreign currencies, though 
not, of course, the obligation to pay foreign depositors 
with British banks, since the latter contracts are 
expressed in sterling. Apart from these exemptions, it 
might be thought that the strict supervision of exchange 
allotments and of remittances in foreign currency would 
provide a fairly comprehensive system of control, 
especially when supplemented by the Board of Trade’s 
prohibitions and restrictions on the import of luxury 
goods and goods with which we are well supplied and 
by the regulation of sterling transfers to foreign 
accounts. It will be observed, however, that no restric- 
tions have been placed on transfers of sterling out of 
foreign accounts whether to the accounts of British 
residents or to those of other non-residents. 

This freedom to deal with sterling balances actually 
constitutes a serious loophole in the system, particularly 
as it is common knowledge that the banks are in practice 
unable to exercise any real supervision over their 
customers or make any effective enquiries into the 
circumstances of the underlying transactions before 
placing their stamp upon form Ez since the foreign 
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recipient of the sterling must still apply to the authorities 
for an exchange allotment if he wishes to convert the 
balance into foreign currency, it might seem that no 
important leakage of exchange could take place as a 
result of this laxity. Actually, as will be seen, the 
absence of any restrictions on the transfer of sterling 
out of foreign accounts opens the door to the export of 
capital on a large scale. 

The importance of this gap in the control was not 
realized until about a fortnight after the new regime 
was instituted. For almost two weeks the Bank’s buy- 
ing and selling rates for dollars, which form the keystone 
of the new as of the old rate structure, were maintained 
without change at 4.06 and 4.02 respectively and 
remained in close accordance with the rates quoted in 
New York. Following a decline in the New York 
quotation to 4.01, the Bank on September 14 lowered 
its buying rate for dollars to 4.04. This in turn was 
immediately followed by a collapse in the New York rate, 
which on succeeding days dropped at one time to 3.76 
—a discount of no less than 28 cents on the official rate— 
though within a week it had recovered again to over 
4.00 following a statement by Mr. Morgenthau that he 
proposed to take measures to combat speculation against 
sterling. Though the sudden break at first caused some 
mystification in London, it was clearly precipitated by 
heavy offerings on the New York market of sterling 
balances owned by non-residents. The unexpected 
change in the official rate may alone have been respon- 
sible for this selling, by undermining the former confi- 
dence that the rate would remain pegged at the 4.06 level 
throughout the war. At the same time, a holder of 
sterling would need to be very nervous indeed to incur 
without strong reason the heavy loss involved by selling 
at the unofficial rate, and it is probable that the offerings 
emanated largely from foreign owners of sterling who 
had been applying for exchange permits during the first 
few days of restrictions and found these applications 
refused. (It soon became apparent that exchange 
would not be granted merely for the withdrawal of 
foreign balances, other than French balances.) Ata 
sufficient discount, of course, the sterling on offer was 
readily absorbed by those having obligations in sterling : 
for example, to cover the heavy bear position against 
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sterling built up before the withdrawal of the Exchange 
Account from the market, or in payment for British 
imports. To the extent that these obligations can be 
satisfied by remitting sterling purchased at cheap rates 
in overseas markets, instead of by remitting foreign 
exchange which must be surrendered to the authorities 
at the official rate, the authorities obviously lose gold or 
exchange resources which would otherwise accrue to 
them. This is the more serious as the supply of sterling 
abroad is constantly being added to by the fact that a 
large proportion of our exports are invoiced in sterling. 
And so long as a margin remains between the official 
rates and those in other centres, so that sterling can be 
obtained more cheaply abroad than by selling foreign 
exchange in London, that proportion must tend to 
increase, for a little simple arithmetic will show that it 
is to the advantage both of the foreign buyer and of the 
British exporter that the price should be quoted in ster- 
ling. In this way, the exchange proceeds of an ever- 
increasing proportion of our exports would inevitably 
elude the control. 

Only one remedy for this situation could be entirely 
effective, and that would be to block foreign sterling 
balances completely. This would at one and the same 
time cut off both the supply of foreign-owned sterling 
and the demand for any domestically owned sterling 
tendered, for instance, in payment for imports into the 
United Kingdom. Both importers and exporters would 
be compelled automatically to invoice in foreign curren- 
cies. This latter change in commercial practice would 
in itself be helpful in confining the market in sterling 
to London, but it could not succeed entirely in 
eliminating the unofficial markets, since visible trade is 
by no means the sole source of supply and demand for 
currencies. 

The proposed remedy of blocking foreign balances 
may seem drastic, but if we are to incur the odium of 
refusing foreign exchange permits it would at least be 
consistent to see that the foreign capital is not after all 
withdrawn by an indirect route, with equal detriment to 
our exchange reserves. It might, of course, be found 
useful to leave a small channel for the withdrawal of 
such balances by allowing them to be used for a narrow 
range of payments, such as insurance premiums or 
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banking commissions, since many holders would 
undoubtedly prefer to liquidate at a loss rather than 
have their sterling assets frozen for the duration. In 
wartime, however, even the smallest loss of exchange 
cannot be viewed with complacence. Any such scheme, 
moreover, is open,to the double objection that it would 
leave in existence an unofficial (and probably unflatter- 
ing) quotation for sterling abroad, and that it might lead 
us into the tortuous intricacies of Continental exchange 
controls. At the moment, our exchange restrictions at 
least possess the great merit of simplicity. One simple 
amendment would be sufficient to render them also 
effective. 

While the exchange regulations naturally serve the 
primary purpose of conserving our exchange resources, 
they play an indispensable part in the scarcely less 
important task of controlling interest rates to ensure 
that the war is financed on the most favourable terms 
possible. A more direct aid in the management of the 
gilt-edged market is afforded by the sweeping control 
of all new capital issues to be exercised by the Treasury 
through the Capital Issues Committee, the descendant 
of Lord Kennet’s Foreign Transactions Advisory Com- 
mittee, which for many years held effective sway over 
foreign issues without the need for statutory sanctions. 
It took some time for the City to realize the stringency 
and extent of this control. Not merely do the restric- 
tions extend, with quite unimportant exceptions, to all 
issues, whether for cash or otherwise, by governments 
and corporations as well as private companies and firms 
of every sort. An even more drastic restraint on 
ordinary financial practice (though it is logically neces- 
sary as part of an efficient control) is the provision that 
borrowing in the expectation or with the intention of 
repaying the advance by means of a subsequent issue 
is tantamount to making an issue, and therefore unlaw- 
ful without the consent of the Treasury. This particu- 
larly affects local authorities who are in the habit of 
taking bank accommodation pending an issue and have 
been instructed to curtail their capital expenditure to an 
absolute minimum, even where expenditure was already 
sanctioned before the war. 

As yet the City has had little or no experience of the 
new control, but it is hoped that in appraising new 
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issue proposals the Committee will not place too rigid or 
narrow an interpretation upon what is necessary for the 
prosecution of the war. Any control which took into 
account only the nature of the industry, and in particu- 
lar any limitation of new issues facilities exclusively to 
the armaments industries proper, would be open to 
criticism. Actually there is reason to believe that 
special consideration will be given to the export trade, 
but an elastic attitude with regard to domestic industry 
also seems desirable. It is, of course, fully realized that 
the Government must have first charge on the available 
supply of savings for placing its defence loans, and that 
any unnecessary competition with the Government 
which would tend to force up interest rates must be 
closely regulated. At the same time, it is evident that 
the large shifts in population and the radical changes in 
the structure of demand due to the war must call 
for some new capital investment in the localities 
and industries which have grown in importance. 
Provided that inessential wants are rigidly curtailed 
by a directive taxation and fiscal policy only those 
industries can be reasonably prosperous which satisfy 
important war needs, whether civil or military. 
Only these industries, therefore, will have any incentive 
to make new issues, so that prospective borrowers will 
already have undergone an automatic but searching 
process of selection before ever they submit their pro- 
posals to the Capital Issues Committee. The direct 
supervision of new issues is useful and probably indis- 
pensable; but it is important that this necessarily some- 
what arbitrary method of discriminating between bor- 
rowers should be only the final stage in a process of 
selection initiated by an appropriate fiscal policy, using 
that term in its widest sense. 

Finally, holders of securities whose principal and 
interest are payable in the specified currencies have been 
called upon to register their holdings by September 26 
are forbidden to sell or pledge them without Treasury 
consent and may be required to transfer them to the 
[reasury. It is assumed that the latter provision fore- 
shadows a scheme, similar to that operated in the last 
war, under which holders will be required to sell their 
securities to the Treasury or lend them on deposit, but 
no machinery of this kind has as yet been instituted. 


a, 
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APPENDIX 


THE DEFENCE (FINANCE) REGULATIONS AMENDMENT 
ORDER, 1939* 
STATUTORY RULES AND ORDERS 1939, NO. 1067 
In pursuance of section one of the Emergency Powers (Defence) 
Act, 1939, and of all other powers in that behalf, it is hereby ordered, 
that the Defence (Finance) Regulations (S. R. & O. 1939, No. 950), 
shall be amended so as to read as follows :— 


¥ —— 1.—(1) The Treasury may by order direct— 

+ seh A (a) that, subject to any exemptions for which 
of certain provision may be made by the order, no person shall, 
securities. except with permission granted by or on behalf of 


the Treasury, sell, transfer or do anything which in- 
volves the creation of a charge on, securities of any 
such class as may be specified in the order, being a 
class of securities which, in the opinion of the Treasury, 
are likely to be marketable outside the United 
Kingdom, and 

(b) that the owner of any securities of the said 
class shall, in such manner and within such period as 
may be specified in the order, make a return to the 
Bank of England giving such particulars with respect 
to those securities as may be so specified. 

For the purposes of this paragraph a person who 
mortgages or soles a security shall be deemed thereby to 
create a charge on the security. 

(2) At any time while an order made under the preceding 
paragraph with respect to securities of any class is in force, 
the Treasury, if they are of the opinion that it is expedient 
so to do for the purpose of strengthening the financial 
position of the United Kingdom, may, by an order made 
generally with respect to any specified securities of that 
class, or by directions given with respect to any securities 
of that class of which any particular person is the owner, 
transfer to themselves the securities to which the order or 
directions relates or relate, at a price specified in the order 
or directions being a price which, in the opinion of the 
Treasury, is not less than the market value of the securities 
on the date of the making of the order or the giving of the 
directions. 

(3) Where any order is made, or any directions are given, 
under the last preceding paragraph with respect to any 
securities— 

(a) those securities shall forthwith vest in the 
Treasury free from any mortgage, pledge or charge, 





* This Order in effect supersedes the Order in Council (S.R. & O. 1939, 
No. 950), dated August 25, 1939, containing the Defence (Finance) Regulations, 
39, in their original form. 
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and the Treasury may deal with the securities as they 
think fit; 

(6) the owner of any of those securities, and any 
person who is responsible for keeping any register or 
book in which any of those securities is registered or 
inscribed or who is otherwise concerned with the 
registration or inscription of any of those securities, 
shall do all such things as are necessary or as the 
Treasury or the Bank of England on their behalf may 
direct to be done for the purpose of securing that the 
security and any document of title relating thereto will 
be delivered to the Treasury or to such person as 
the Treasury may direct and, in the case of any 
registered or inscribed security, that the security will 
be registered or inscribed in the name of the Treasury 
or such person as the Treasury may direct. 

(4) The duty to deliver any security under the last 
preceding paragraph shall include a duty to do all such 
things as are necessary to secure that any dividends or 
interest on that security becoming payable on or after the 
date of the making of the order or the giving of the directions 
will be paid to the Treasury; and where, in the case of any 
security payable to bearer which is delivered in pursuance 
of the said paragraph, any coupons representing any such 
dividends or interest are not delivered with the security, such 
reduction in the price payable therefor shall be made as the 
Treasury think fit: 

Provided that, ere the price specified in the order 
or directions in relaiion to any securities is ex any dividend 
or ex any interest, this paragraph shall not apply to that 
dividend or interest or to any coupon representing it. 

(5) A certificate signed by any person authorised in 
that behalf by the Tre: usury that any specified securities 
are securities transferred to the Treasury under this 
Regulation shall be treated by all persons responsible for 
keeping any registers or books in which the securities are reg- 
istered or inscribed, or who are otherwise concerned with the 
registration or inscription of those securities, as conclusive 
evidence that the securities have been so transferred. 

(6) This Regulation shall not apply to any security 
if the Treasury are satisfied that at all times since August 26, 
1939, all the persons interested in the security, other than 
persons interested therein merely as trustees or merely 
by virtue of any mortgage, pledge or charge created before 
the said day, but including any persons beneficially 
interested therein under a trust, were not resident in the 
United Kingdom. 

2.—(1) Except with permission granted by or on 
behalf of the Treasury, no person other than an authorised 
dealer shall, in the United Kingdom, buy or borrow any 
foreign currency or any gold from, or lend or sell any foreign 
currency or any gold to, any person not being an authorised 
dealer. 
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(2) In this Regulation the expression ‘ authorised 
dealer ’ means, in relation to any transaction in respect of 
gold, a person authorised by or on behalf of the Treasury 
to deal in gold, or, in relation to any transaction in respect 
of foreign currency, a person authorised by or on behalf 
of the Treasury to deal in foreign currency. 

3.—(1) Subject to any exemptions which may be 
granted by order of the Treasury, no person shall, except 
with permission granted by or on behalf of the Treasury,— 


(a) take or send out of the United Kingdom 
any bank notes, postal orders, gold, securities or 
foreign currency, or transfer any securities from the 
United Kingdom elsewhere, or 

(b) draw or negotiate any bill of exchange or 
promissory note, transfer any security or acknowledge 
any debt, so that a right (whether actual or contingent) 
to receive a payment in the United Kingdom or in the 
Isle of Man is created or transferred as consideration— 

(i) for receiving a payment, or acquiring 
property, outside the United Kingdom and the 

Isle of Man, or 


(ii) for a right (whether actual or contingent) 
to receive a payment, or acquire property, 
outside the United Kingdom and the Isle of Man, 

or make any payment as such consideration. 


(2) The preceding paragraph shall not restrict the 
doing of anything, within the scope of his authority, by 
a person authorised by or on behalf of the Treasury to 
deal in foreign exchange, and shall not restrict the doing 
of anything which is certified by or on behalf of the Treasury 
to be necessary for the purpose— 


(a) of meeting the reasonable requirements of 
a trade or business carried on in the United Kingdom 
or the Isle of Man, or 

(b) of performing a contract made before the 
third day of September, nineteen hundred and 
thirty-nine, or 

(c) of defraying reasonable travelling or other 
personal expenses. 


(3) Any person who on any occasion is about to leave 
the United Kingdom (which person is hereafter in this 
paragraph referred to as ‘ the traveller’) shall, if requested 
so to do by the appropriate officer,— 

(a) declare whether or not he has with him any 
bank notes, postal orders, gold, securities or foreign 
currency ; 

(6) produce any bank notes, postal orders, gold, 
securities or foreign currency ; 


and the appropriate officer and any person acting under his 
directions may search the traveller and examine or search 
any article which the traveller has with him, for the 
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purpose of ascertaining whether he has with him any bank 
notes, postal orders, gold, securities or foreign currency, 
and may seize any bank notes, postal orders, gold, securities 
or foreign currency produced or found upon such 
examination or search unless either— 


(i) the appropriate officer is satisfied that the 
traveller is, in respect of any bank notes, postal 
orders, gold, securities or foreign currency which he 
has with him on the said occasion, exempt from the 
restriction imposed by paragraph (1) of this Regu- 
lation; or 

(ii) the traveller produces to the appropriate 
officer such a certificate granted by or on behalf of 
the Treasury as shows that the exportation by the 
traveller of any bank notes, postal orders, gold, 
securities or foreign currency which he has with him 
on the said occasion does not involve a contravention 
of that paragraph : 


Provided that no female shall be searched in pursuance 
of this paragraph except by a female. 


(4) Nothing in the preceding provisions of this 
Regulation shall apply in relation to the taking, sending 
or transferring of anything from one part of the United 
Kingdom to another or from the United Kingdom to the 
Isle of Man, or in relation to any person travelling between 
one part of the United Kingdom and another or between 
the United Kingdom and the Isle of Man. 


(5) As respects any goods being goods consigned from 
the United Kingdom to a destination which is neither in 
the United Kingdom nor in the Isle of Man, the appro- 
priate officer and any person acting under his directions 
may examine or search the goods for the purpose of ascer- 
taining whether there are being sent therewith any bank 
notes, postal orders, gold, securities or foreign currency, 
and may seize any bank notes, postal orders, gold, securities 
or foreign currency found upon such examination or search 
unless there appears to the appropriate officer to have 
been granted by or on behalf of the Treasury a certificate 
which shows that the sending as aforesaid of the bank 
notes, postal orders, gold, securities or foreign currency 
does not involve a contravention of paragraph (1) of this 
Regulation. 

(6) For the purposes of this Regulation— 


(a) any bills of exchange or promissory notes 
payable otherwise than in sterling shall be deemed 
to be foreign currency ; 

(b) the expression ‘transfer’ includes transfer 
by way of loan or security, and a person shall be 
deemed to transfer securities from the United 
Kingdom elsewhere if he transfers securities from a 
register in the United Kingdom to a register outside 
the United Kingdom; and 
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(c) the expression ‘the appropriate officer’ 
means any officer of Customs and Excise, any 
immigration officer, any constable or any person 
authorised by a Secretary of State to act under 
paragraphs (3) and (5) of this Regulation ; 

and for the purposes of so much of paragraph (1) of this 
Regulation as restricts the taking or sending of securities 
out of the United Kingdom, documents of title relating to 
securities shall be deemed to be securities, and references 
to securities in paragraphs (3) and (5) of this Regulation 
shall be construed as including references to such documents 
of title as aforesaid. 


4.—(1) Every person resident in the United Kingdom 
who at the date on which this Regulation comes into 
operation is, or after that date becomes, entitled to sell, 
or to procure the sale of, any gold shall offer that gold, or 
cause it to be offered, for sale to the Treasury or to a person 
designated by the Treasury for the purposes of this 
Regulation, at such price as may be determined by or on 
behalf of the Treasury : 

Provided that the preceding provisions of this paragraph 
shall not impose upon any person an obligation to offer 
any gold for sale or to cause any gold to be offered for 
sale, if— 

(a) he satisfies the Treasury or a person so 
designated— 

(i) that all the persons interested in that gold, 
other than persons interested therein merely 
as trustees or merely by virtue of any mortgage, 
pledge or charge created before the third day 
of September, nineteen hundred and thirty- 
nine, but including any persons beneficially 
interested in the gold under a trust, are not 
resident in the United Kingdom, or 


(ii) that the gold is required for the purpose 
of performing a contract made before the said 
day, or 


(ili) that the gold is held for the purpose of 
meeting the reasonable requirements of a trade or 
business carried on in the United Kingdom or 
the Isle of Man otherwise than by way of dealing 
in gold, or 

(5) he is, in respect of that gold, exempted from 
this Regulation by the Treasury or by a person so 
designated. 

(2) The operation of section eleven of the Currency and 
Bank Notes Act, 1928, shall be suspended during the 
continuance in force of this Regulation. 


(This section reads as follows : 


11.—(1) With a view to the concentration of the gold 
reserves and to the securing of economy in the use of gold, the 


C2 








“* Acquisi- 
tion by 
Treasury 
of certain 
foreign 
currency, 
&c. 


THE BANKER 


following provisions of this section shall have effect so long as 
subsection (1) of section one of the Gold Standard Act, 1925, 
remains in force. 


(2) Any person in the United Kingdom owning any gold 
coin or bullion to an amount exceeding {10,000 in value shall, 
on being required so to do by notice in writing from the Bank, 
forthwith furnish to the Bank in writing particulars of the gold 
coin and bullion owned by that person, and shall, if so required 
by the Bank, sell to the Bank the whole or any part of the said 
coin or bullion, other than any part thereof which is bona fide 
held for immediate export or which is bona fide required for 
industrial purposes, on payment therefor by the Bank, in the 
case of coin, of the nominal value thereof, and in the case of 
bullion, at the rate fixed in section four of the Bank Charter 
Act, 1844 [t.e. roughly 85/- an ounce}). 


5.—(1) Every person resident in the United Kingdom 
who at the date on which this Regulation comes into 
operation is, or after that date becomes, entitled to sell, or 
to procure the sale of, any foreign currency to which this 
Regulation applies shall offer it, or cause it to be offered, 
for sale to the Treasury, or to a person designated by the 
Treasury for the purposes of this Regulation, at such price 
as may be determined by or on behalf of the Treasury. 


(2) Every person resident in the United Kingdom who 
at the date on which this Regulation comes into operation is, 
or after that date becomes, entitled to assign, or to procure 
the assignment of, any right to receive outside the United 
Kingdom and the Isle of Man, in respect of any credit or 
balance at a bank, payment of any amount in a foreign 
currency to which this Regulation applies (see Subsection 
4 below) shall, unless the Treasury or a person designated by 
the Treasury for the purposes of this Regulation gives him 
notice to the contrary, do all things necessary for the 
purpose of assigning that right to the Treasury or to a person 
so designated. 

The sum payable as consideration for any assignment 
made in accordance with this paragraph shall be such as 
may be determined by or on behalf of the Treasury. 


(3) The preceding provisions of this Regulation shall 
not impose upon any person an obligation in respect of any 
currency or right to receive payment of any amount, if— 


(a) he satisfies the Treasury or a person designated 
by the Treasury for the purposes of this Regulation 
that all the persons interested in that currency, other 
than persons interested therein merely as trustees or 
merely by virtue of any mortgage, pledge or charge 
created before the third day of September, nineteen 
hundred and thirty-nine, but including any persons 
beneficially interested in the currency under a trust, 
are not resident in the United Kingdom, or 

(5) he satisfies the Treasury or a person so 
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designated that the currency or amount, as the case 
may be, is held or is required for the purpose— 
(i) of performing a contract made before the 
third day of September, nineteen hundred and 
thirty-nine, or 


(ii) of meeting the reasonable requirements 
of a trade or business carried on in the United 
Kingdom or the Jsle of Man otherwise than by 
way of dealing in foreign exchange, or 


(ili) of defraying reasonable travelling or 
other personal expenses, or 
(c) he is, in respect of that currency or right, 
as the case may be, exempted from this Regulation by 
the Treasury or by a person so designated. 


(4) The foreign currency to which this Regulation applies 
is such foreign currency as may from time to time be 
designated by the Treasury for the purposes of this Regula- 
tion, by notice published in the London, Edinburgh and 
Belfast Gazettes. 


6.—(1) Subject to such exemptions as may be granted 
by order of the Treasury, it shall not be lawful, except 
with the consent of the Treasury and in accordance with 
such conditions as the Treasury may impose, to make an 
issue of capital in the United Kingdom, to make, in the 
United Kingdom, any public offer of securities for sale, or 
to renew or postpone the date of maturity of any security 
maturing for repayment in the United Kingdom. 

(2) Subject to such exemptions as may be granted 
by order of the Treasury, it shall not be lawful to issue 
any prospectus or other document offering for subscription, 
or publicly offering for sale, any securities which does not 
include a statement that the consent of the Treasury has 
been obtained to the issue or offer of the securities. 

(3) For the purposes of this Regulation a person shall 
be deemed to make an issue of capital who— 


(a) issues any securities (whether for cash or 
otherwise), or 

(b) receives any money on loan on the terms, 
or in the expectation, that the loan will or may be 
repaid wholly or partly by the issue of any securities, 
or by the transfer of any securities issued after the 
making of the loan. 


(4) In this Regulation, the expression ‘security’ 
includes a promissory note of a local authority. 


7.—(1) Stamp duty shall not be chargeable on any 
security by reason only of the assignment, transfer or 
negotiation thereof to the Treasury, and shall not be 
chargeable— 


(a) on any instrument whereby any security 


is assigned or transferred to the Treasury (whether 
on sale or otherwise), or 
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(b) on any contract note for, or relating to, any 
sale of securities to the Treasury. 


(2) This Regulation applies only in relation to assign- 
ments, transfers, negotiations or sales of securities effected 
during the continuance in force ef this Regulation, whether 
in compliance with these Regulations or otherwise. 


(3) In this Regulation the expression ‘ contract note’ 
has the meaning assigned to that expression by subsection 
(3) of section seventy-seven of the Finance (1909-10) Act, 
IgI0. 


8. Without prejudice to any special provision contained 
in these Regulations, the Treasury may, for the purposes 
of securing compliance with these Regulations, give to any 
person directions requiring him, within such time, in such 
manner and to such persons as may be specified in the 
directions, to furnish such information as may be so specified 
and produce for inspection any relevant books, accounts 
or other documents. 


g. The provisions of Part V of the Defence Regulations, 
1939, shall apply for the purpose of the enforcement of 
these Regulations, and otherwise in relation thereto, as if 
any reference in the said Part V to those Regulations 
included a reference to these Regulations. 


10. In these Regulations, unless the context otherwise 
requires, the following expressions have the meanings 
hereby respectively assigned to them, that is to say :— 

‘bank notes’ means bank notes which are legal 
tender in the United Kingdom or in any part thereof; 

‘foreign currency’ means any currency other 
than sterling; 

‘gold’ means gold coin or gold bullion; 

‘immigration officer’ means an immigration 
officer for the purposes of the Aliens Order, 1920; 

‘owner,’ in relation to any security, includes 
any person who has power to sell or transfer a 
security, or who has the custody thereof, or who 
receives, whether on his own behalf or on behalf 
of any other person, dividends or interest thereon, 
or who has any other interest therein; 

“security ’ includes shares, stock, bonds, notes, 
debentures, debenture stock and Treasury bills, 
but does not include a bill of exchange or, save as 
otherwise expressly provided, a promissory note; and 

‘transfer,’ in relation to securities, includes the 
transfer thereof from one register to another. 


11. These Regulations may be cited as the Defence 
(Finance) Regulations, 1939.” 


This Order may be cited as the Defence (Finance) Regulations 
Amendment Order, 1939. 
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Any order of the Treasury made under the Defence (Finance) 
Regulations, 1939, before the coming into force of this Order shall, as 
respects things done after the coming into force of this Order, have 
effect as if the said Regulations had at all times contained the definition 
of the word “ transfer’ which is included therein by virtue of this 
Order. 


THE SECURITIES (RESTRICTIONS AND RETURNS) ORDER, 
1939. 


In pursuance of paragraph 1 of Regulation 1 of the Defence (Finance) 
Regulations, 1939, the Treasury made the following Order :— 


STATUTORY RULES AND ORDERS 1939, No. 966 


1. No person being an owner of securities of any of the classes 
to which this Order applies shall on or after the date of this Order, 
unless permission has previously been granted by or on behalf of the 
Treasury, sell transfer or do anything which involves the creation of a 
charge on any securities of the said classes. 


z. The owners of any securities of the said classes shall before 
the expiration of one month from the date of this Order (i.e. August 26, 
1939) make a return to the Bank of England (on a form which may be 
obtained from any branch of a bank or any stockbroker in the United 
Kingdom) giving the following particulars with respect to those 
securities, that is to say, 

(a) The full name and address of the owner by whom or on 
whose behalf the Return is made, 

(b) A description of the security in full, 

(c) The nominal amount of the security, 

(d) The place where the security is deposited, 

(e) The full name and address of the person for whose account 
the security is held (if other than the owner making the return). 


3. The classes of securities to which this Order applies are the 
following, that is to say, 

Securities in respect of which the principal, interest or 

dividends are payable in the currency of any of the following 


countries :— 
Argentina Holland and the N.E.I. 
Belgium Norway 
Canada Sweden 
France Switzerland 


United States of America 


or in respect of which the holder has an option to require the 
payment of principal, interest or dividends in the currency of any 
of those countries. 


THE CAPITAL ISSUES (EXEMPTIONS) ORDERS, 1939. 


_ In pursuance of Regulation 6 of the Defence (Finance) Regula- 
tions, 1939, the Treasury made the two following Orders :— 


STATUTORY RULES AND ORDERS 1939, NO. 1007. 
1. The following classes of issues shall be exempt from the 
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provisions of paragraphs (1) and (2) of Regulation 6 of the Defence 
(Finance) Regulations, 1939 :-— 

(a) issues of securities where the value of the consideration 
therefor, together with the value of the consideration for any 
other securities issued by the same person within the preceding 
twelve months ending with the date of the issue in question, is 
less than £5,000; 

(b) issues by local authorities in the United Kingdom except 
issues of stock, bonds (other than local bonds), bills and 
promissory notes ; 

(c) issues for the purpose of— 

(i) sub-dividing any securities into securities of a 
smaller denomination, or 

(ii) consolidating any securities into securities of a 
larger denomination, so long as, in either case, the operation 
does not involve the subscription of any new money; 

(d) allotments of shares by a private company to the vendors 
of any undertaking if no part of the consideration for the 
allotment of the shares consists of cash; 

(e) issues of securities on the amalgamation of two or more 
companies in exchange for the securities of those companies, 
so long as the operation does not involve the subscription of any 
new money and none of the amalgamated companies have, 
at any time after the coming into force of Regulation 6 of the 
Defence (Finance) Regulations, 1939, issued any securities 
without the consent of the Treasury by virtue only of sub- 
paragraph (a) of this paragraph of this order ; 

(f) issues of securities in pursuance of a binding obligation 
entered into before the third day of September, nineteen hundred 
and thirty-nine. 


2. This order may be cited as the Capital Issues (Exemptions) 
Order, 1939. 


STATUTORY RULES AND ORDERS 1939, NO. I29QI 


The following transactions will also be permitted without Treasury 
consent or application to the Capital Issues Committee : 

I. Issues of securities to banks in respect of advances or over- 
drafts obtained in the ordinary course of trading and not made or 
granted on the terms, or in the expectation, of repayment wholly or 
partly by the issue of any securities or by the transfer of any securi- 
ties issued after the making of the advance or the granting of the 
overdraft. 


2. The receipt by a local authority of money on loan from a bank 
for the recoupment of expenditure or debts incurred before Septem- 
ber 13, 1939, in respect of capital works—the money being received 
on loans on the terms, or in the expectation, of repayment wholly or 
partly by the issue of any securities or by the transfer of any securities 
issued after the making of the loan. 
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Neutral Credits to Germany 
By Paul Einzig 


REAT BRITAIN and France are fighting the 
G battle of all neutral countries, big and small. 
Every neutral statesman must be fully aware that 
only a victory of the democratic powers can save the 
independence of the neutral countries. And there can 
be no doubt that the neutral nations are fervently hoping 
and praying for such a victory. Unfortunately, they 
are doing little else to further the democratic cause. On 
the contrary, Germany is obtaining by no means 
inconsiderable economic assistance from more than one 
continental neutral country. While the naval blockade 
precludes the possibility of neutral assistance on a large 
scale in the form of re-export of imported raw materials 
and food, several neutral countries are helping their 
potential oppressors by exporting to Germany their own 
products on a credit basis. 

This statement sounds almost incredible, yet it is 
based on facts. No individual neutral exporter and no 
neutral Government would think of deliberately granting 
credits to the world’s worst debtor even in time of 
peace, let alone in the middle of a war. Nevertheless, 
as a result of the working of their clearing agreements 
with Germany, and the abuse of those agreements by 
Germany, a situation has arisen in which many neutral 
citizens and several neutral Governments have actually 
granted credits to Germany since the outbreak of the 
war. 

For many years past, the Continental neutral 
countries have been receiving no cash for their exports 
to Germany. They received payment in the form of 
blocked marks which had to be spent on German goods. 
From time to time their blocked mark balances rose to 
a large figure, and it became difficult to liquidate such 
frozen balances. As a result of such difficulties all 
countries gradually adopted the policy that their trade 
with Germany should be kept balanced. It was 
arranged that during a given period—usually six months 
—imports from Germany must more or less offset 
exports to Germany. Whenever there was a tendency 
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for the reichsmark balances to increase, the country 
concerned took steps to increase its purchases of German 
goods or to reduce its exports to Germany. pending the 
liquidation of the excessive frozen reichsmark surplus. 

This salutary rule appears to have been circum- 
vented by Germany since the beginning of this war. She 
placed large orders for immediate delivery in several 
countries of Northern and South Eastern Europe, and 
her imports from these countries are known to have 
increased materially during the first fortnight of 
September. At the same time, her exports to the 
countries concerned fell off considerably and, owing to 
war conditions, are likely to remain abnormally low for 
some time at any rate. The German railway system 
became paralysed for civilian traffic, and consignments 
dispatched to foreign countries are inevitably delayed 
owing to the priority of military transport. German 
industries have to give priority to Government contracts 
and have to postpone the completion of orders by their 
foreign customers. In many instances the export of the 
manufactures ordered before the war has been sus- 
pended altogether. Consequently Germany’s adverse 
trade balance with many Continental] neutral countries 
will inevitably reach considerable proportions within the 
next few months. 

Under the normal system of international financial 
relations, the amount of Germany’s adverse balance 
would be limited by the amount of gold and foreign 
exchange she is prepared to spend on her excess of 
imports. Under the clearing system, however, she is 
able to import in excess of her exports without having 
to pay cash in the form of gold and foreign exchanges. 
Admittedly, in the long run she has to pay for the goods 
imported by exporting to each country a corresponding 
amount of German goods. Whether in the existing 
situation she will do so remains to be seen. But even if 
her clearing debts were eventually liquidated, there must 
be a time lag of several months. During these months 
Germany will enjoy the use of raw materials, fuel and 
food acquired without paying cash for them. She will 
have obtained on a credit basis goods essential for the 
pursuit of war. And she will have obtained these goods 
on a credit basis from neutral countries. 
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What is worse, in many cases it is not the firms or 
individuals in neutral countries who finance these credits, 
but the neutral Governments themselves. The exporters 
or their bankers are not strong enough financially to 
wait until cash is made available by an ultimate increase 
of German exports, the proceeds of which are collected 
by the clearing office. Private exporters thus have to 
be financed by their monetary authorities. This means 
that it is the Governments and Central Banks of the 
neutral countries which are becoming the creditors of 
Germany. 

Even if this were essentially a temporary state of 
affairs there would be good ground for objecting to such 
a violation of the spirit of neutrality. As it is, there is 
reason to believe that the credits obtained by Germany 
will actually become more or less permanent. For while 
it is possible that, after the first phase of the war has 
passed, German export trade will be able to balance the 
increased import requirements of the neutral countries, 
it is difficult to imagine that the arrears accumulated 
during the first few months will be liquidated. The 
chances are that Germany will remain permanently 
indebted to the neutral countries for these early excess 
deliveries. 

It is of the utmost importance that steps should be 
taken to stop this practice before it assumes large 
proportions. Diplomatic pressure should be brought to 
bear upon the neutral Governments. They must be 
made to realize that Great Britain and France take a 
strong view of a violation of the principles of neutrality 
through the grant of credits to Germany, especially in 
cases where it is the neutral Governments themselves 
which grant the credit. One should have thought that 
these Governments would realize that by financing 
German purchases of commodities essential for the 
pursuit of war they are working against the fundamental 
interests of their own countries, at the same time as 
making it more difficult for the democratic countries to 
win the war. Possibly the temptation of being able to 
sell their products to Germany at good prices is very 
great; possibly it is supplemented by open or concealed 
threats of military action in case of their refusal. Even 
so, it would be to the interests of the neutral countries to 
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refuse trade with Germany on a credit basis. While it 
would be contrary to the principles of neutrality to refuse 
trading with one belligerent party and continue trading 
with the other, Germany could not possibly have legiti- 
mate ground for objection if the neutral countries 
insisted that in existing circumstances their clearing 
accounts must balance, not over a period of six months 
but say, at the end of every week. Exports to Germany 
should be held up until the arrival of the consignments 
of German goods to their frontiers or ports. 

The allied Governments would facilitate the adoption 
of this course by embarking upon large purchases of 
commodities from the neutral countries. As a result, 
these countries would cease to be dependent upon 
German purchases. The British and French Govern- 
ments should buy part of their war stocks of commodities 
from the Continental neutral countries, in order that the 
latter should not be tempted to sell to Germany on a 
credit basis. In some instances it would be possible to 
arrange that the proceeds of these purchases should be 
spent on the purchase of war materials. In this way the 
neutral countries would be placed in a better position 
to defend their neutrality, and resist German pressure. 
Two birds could thus be killed with one stone. 


Britain’s Blockade 


ERMAN propaganda is active in trying to 
G persuade the world, and particularly the neutral 

countries, that Great Britain is imposing a 
heartless and illegal blockade of the whole Continent in 
order to starve out Germany. 

Neutral opinion will, no doubt, appreciate this 
contention at its proper worth, which is about on a par 
with the tales of Polish aggression. Neutral countries 
can be trusted to defend their own interests as and when 
they feel it necessary, just as this country can be trusted 
to meet any legitimate complaint from them. Germany’s 
assumed solicitude on their behalf merely confirms the 
British view that it is in fact she herself who is suffering 
from the measures taken by our Navy. What is really 
happening ? 

The Navy is carrying out its historic réle of cutting 
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off the enemy’s supplies on the high seas, whether going 
direct to him, or shipped to him through a neutral 
country. The German merchant fleet abroad is now for 
the most part safe—and useless—in neutral ports, so 
that German oversea supplies of essential raw materials 
are coming in neutral ships to neutral ports. Many of 
the cargoes detained in the first few days had been 
consigned openly to Germany before war broke out and 
could therefore be readily identified as contraband. 
Now, however, great care is necessary to distinguish 
between bona fide neutral trade and contraband goods 
destined under various guises for Germany. Ships 
proceeding to European ports from which the cargoes 
could be forwarded to Germany are being examined as 
they pass the British coasts to see if they carry contra- 
band. In accordance with British and American 
practice in the last war contraband includes anything 
capable of being used by the enemy for carrying on the 
war. A proclamation indicating the classes of goods to 
be treated as contraband was issued on September 3. 
Absolute contraband, which is always seized if destined 
for the enemy, comprises, broadly speaking, arms, fuel, 
means of communication, and money, and the materials 
that go to their production. Foodstuffs and clothing are 
conditional contraband, which means briefly that they 
are to be seized only if there is reason to believe they are 
likely to be used by the enemy for war purposes. 
Obviously consignments of food which neutral Govern- 
ments can show to be for the use of their own people do 
not come under this heading. 

The British Government have stated that they will 
use their belligerent rights to the full to stop contraband 
cargoes that have either immediately or ultimately an 
enemy destination. At the same time neutral countries 
can rest assured that His Majesty’s Government do not 
desire to prevent them from importing foodstuffs and 
other goods and materials for their own use, provided, of 
course, that these goods are not used to release the same 
or similar goods, or articles manufactured from them, for 
export to the enemy. 

As an example of the way foodstuffs consigned to 
neutrals are being handled, a number of grain cargoes 
bound for Antwerp, which were detained pending 
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information as to the destination of their cargoes, were 
immediately released the other day on receipt of an 
assurance from the Belgian Ambassador that they were 
needed for Belgian use and not for re-export. This 
evidence of the working of British contraband policy is 
the best refutation of allegations that our measures of 
control cause neutrals to starve. 

Indeed, everything is being done to facilitate genuine 
neutral trade, and priority is given to shipping com- 
panies who instruct their masters to call voluntarily at 
the control bases in contrast to those whose ships 
endeavour to evade control and are intercepted and 
brought in by the Navy. It has already been announced 
that Weymouth is the port where the best facilities for 
rapid handling exist, and to avoid delay shipmasters 
have further been advised to provide themselves with a 
spare copy of their ship’s manifest, giving a clear account 
of the cargo—or, better still, to send a copy of the mani- 
fest in advance by a faster ship, if possible. Shipowners 
have it in their power by thus co-operating with the 
authorities to minimise the risk of delay. On the British 
side the control bases communicate instantaneously by 
teleprinter with the Ministry of Economic Warfare, 
where the Contraband Committee gives decisions every 
day—namely, seizure in prize, detention for further 
enquiries, or immediate release. Ultimately, decisions as 
to the legality of seizures of suspected contraband are 
given by the Prize Court in London, which applies the 
established rules of international law. Its proceedings 
are public and interested parties have full opportunity of 
presenting their case. The ultimate fate of the cargo or 
its money value, together with all questions of costs and 
expenses, depends on the order of the Court. 

To sum up, the objective of our economic warfare 
is to hamper in every practicable way the power of 
Germany to import materials necessary for the prosecu- 
tion of the war. But, while this objective must be 
vigorously pursued, the British Government are anxious 
to take account of the legitimate trading requirements of 
neutral countries. In due course it is hoped in certain 
cases to come to arrangements with them which, without 
infringing in any way their neutrality, would still further 
simplify the procedure of contraband control. Friendly 
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discussions to this end are already in progress with a 
number of neutral governments. It equally remains the 
desire of the British Government to foster British trade 
with neutral countries. Britain seeks to maintain her 
exports at the highest possible level and neutral countries 
may rest assured that the Government will do all in their 
power to ensure the continuance of the friendliest trading 
relations with neutral States to their mutual benefit. 


Economic Policy in Wartime 
By ‘* Economist ”’ 


HE problem of war finance is to mobilise fully all 
available productive capacity of the nation for 
(1) satisfying the essential needs of the fighting 
services and the civilian population; (2) providing arms, 
ammunition and other supplies necessary for the con- 
duct of war. Each purpose can be supplied either by 
home production or by imports, or partly by one and 
partly the other. Certain raw materials and foodstuffs 
must be imported, but there is a wide margin of choice 
with respect to finished products. 

In the case of home production the extent of natural 
resources of capital and manpower available is the limit- 
ing factor. A rich community—that is, one in which con- 
siderable productive resources are used for non-essential 
production—will be able without detrimental effects to 
withdraw from the task of maintaining consumption a 
greater proportion of its productive resources than one 
in which most people are engaged to supplying daily 
needs. On the other hand, a country’s power to draw 
on other countries for its war requirements is governed 
by its capacity to export, by the terms on which it can 
exchange its produce for foreign goods, by the size of 
its foreign assets and, last but by no means least, by 
the physical possibility of transport. There is a further 
non-economic consideration which will influence the 
choice between reliance upon imports and on home pro- 
duction, namely the vulnerability of different industrial 
areas to air attack. Ifa productive centre is vulnerable 
it is obviously prudent—provided the danger to trans- 
port is not more acute—to organize essential production 
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elsewhere, even at a certain loss and at the cost of invest- 
ing new capital. 

A further choice is possible in both directions—at 
any rate for a rich community. It can either rely on its 
current effort (home production, or imports paid for by 
current exports) or it can draw upon its accumulated 
reserves. As far as home production is concerned, this 
can be accomplished by reducing stocks of commodities 
and by not renewing the physical capital equipment of 
the country, in this way releasing productive factors for 
war purposes. This can be done at little risk with 
respect to certain fixed capital, such as roads and build- 
ings, or the plant of non-essential industries. In other 
fields the increased rate of output will demand full main- 
tenance of capital if a sudden breakdown is to be 
avoided. The fact that the Nazis throughout the last 
two years ran the risk of such breakdown by overstrain- 
ing their war output capacity was the clearest sign that 
they were determined on their policy of aggression. 

It cannot be emphasised strongly enough that the 
criterion of how the burden of rearmament is borne 
internally is not financial. The fact that expenditure is 
financed by borrowing is not by itself proof that the 
sacrifice is being “transferred to the backs of future 
generations.” Nor is the fact that the current cost of the 
defence is paid out of taxation sufficient proof that the 
present generation is bearing the burden. If, by borrow- 
ing, hitherto unemployed factors are brought into the 
production process and the real capital equipment is 
strengthened, future generations may well have a better 
chance of fending for themselves than if an increase in 
taxation led to continued unemployment and a steady 
process of capital consumption. A cut in current con- 
sumption does not necessarily mean an increase in the 
future productive power of the nation. Only if the 
factors set free are employed to maintain net civilian 
investment apart from rearmament could we say that 
economic progress is being maintained at the cost of 
present sacrifice. 

It is only with regard to imports that the choice of 
financial method decides whether the present or the next 
generation will suffer economically, since this depends 
on whether imports are paid for by current exports or 
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by liquidating foreign exchange reserves or other assets, 
or by contracting loans abroad. 

What conclusions can be drawn from these considera- 
tions as a guide to policy in the present situation? It 
is clear, first of all, that an economic and financial policy 
should be pursued which ensures full employment. The 
deflationary shock effect of war, which has inevitably 
reduced home demand for goods, should not be allowed 
to result in unnecessary unemployment. There are 
industries whose products are not needed for essential 
home consumption or war purposes and cannot be 
exported. The manpower of these industries should be 
utilized first for the expansion of war industries. Indus- 
tries which can work for export, or essential home con- 
sumption and war purposes, should be kept at full 
employment by direct Government orders and their 
products stored or exported. On the other hand, home 
consumption above a certain minimum should be dis- 
couraged even if there is no immediate necessity for it. 
As far as possible we must lessen the need to liquidate 
our foreign assets. In a free economic system devalua- 
tion (and in certain circumstances the direct reduction 
of costs) are the two methods by which the equilibrium 
of the international balance of payments can be main- 
tained at the least real loss to community. Under 
present conditions this may no longer apply. Direct 
subsidies to certain trades which would otherwise be un- 
employed (and whose manpower cannot easily be shifted 
or trained afresh) may in the short run be a more suitable 
method of maintaining exports than the undiscriminat- 
ing stimulus of currency depreciation which may not be 
effective in maintaining full employment unless it is of 
such magnitude as to imperil the stability of home prices. 

Parallel to this control of exports, measures ought to 
be taken to render our terms of trade as favourable as 
possible. Bulk purchases and clearing agreements are 
the methods which have been successfully tried. As 
from time to time our production and transport may be 
liable to interference, shipping space ought always to be 
fully utilized. If immediate sales of the products 
exported are impracticable, or would impair the prices 
at which they can be sold, stocks of these commodities 
should be assembled abroad for use whenever an oppor- 


D 





30 THE BANKER 


tunity arises. Conversely, stocks of raw materials and 
foodstuffs should be assembled in this country irrespec- 
tive of current needs. The highest possible prices should 
be charged for goods and services (such as shipping) in 
which we hold a semi-monopolistic position. On the 
other hand, the price of other exports might well be 
reduced artificially by subsidies if in this way we can 
undermine German export trade—the export of coal to 
Scandinavia might be a case in point. Our command- 
ing position astride the main trade routes, the size of 
our reserves both in the shape of available labour and 
capital equipment and in the form of foreign asseis give 
us great superiority over the Nazis. This superiority will 
become really effective when a far closer co-ordination 
has been achieved between the policies of the different 
Government Departments under the wide potential 
powers conferred upon them by Parliament. 


The Economy of Capital 
By Professor F. A. Hayek* 


N discussions of war economics it is generally taken 
for granted that the monetary authorities should 
always employ all the means at their disposal to keep 

rates of interest as low as possible. That it is possible 
to postpone a threatened rise of interest rates for a long 
time cannot be doubted. The real problem is whether 
it is desirable to do so. For nearly two hundred years 
economists fought fairly consistently against the popular 
argument in favour of such a policy; and until two or 
three years ago, when these old arguments experienced 
a sudden recrudescence, it was commonly regarded as 
highly dangerous. For the time being the prompt rise of 
the Bank Rate at the outbreak of war has provided a 
temporary answer. But with the infinitely greater 
demands for capital during actual warfare the problem 
is bound to return in much more acute and pressing 


form. 
Basically, the question at issue is the same as that 











* This is the second article by Professor Hayek on the economic 
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problems of war. The first article, on ‘‘ Pricing versus Rationing, 
appeared in the September issue. 
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discussed in the article on Pricing versus Rationing in 
the last issue of THE BANKER. Should we rely on the 
price mechanism to provide us with an indicator of the 
relative scarcity of the various factors of production? Or 
should we deliberately make this price mechanism 
inoperative and try to substitute for it a detailed 
regulation of all productive activity by a central 
authority? And the argument that the rate of interest 
should be allowed to express the real scarcity of capital 
is fundamentally the same as that with respect to any 
other price. But this similarity was never easy to see, 
since in the case of capital we have not to deal with a 
single concrete resource but with a somewhat abstract 
concept. And the more recent discussions, confining 
themselves entirely to the monetary influences at work, 
can hardly have increased the understanding of this 
problem. 

It is often believed, and has been explicitly argued 
by Mr. Keynes, that if the use of all real resources, raw 
materials as well as labour and machinery, is effectively 
controlled, there is no further problem of the economy of 
capital. Given the relative value of these various 
concrete resources, this is supposed to be all we need to 
know in deciding on their best use. This, how- 
ever, is not so. It will often be possible by installing 
some machinery to dispense with labour costing 
much more than that machinery. Yet it may not 
be advantageous to do so, simply because the 
whole cost of the machine will have to be laid out now, 
whereas the saving of labour will accrue only over a 
prolonged period of time. To install the machinery is not 
simply to substitute the product of one kind of labour 
for labour of another kind. It also means spreading the 
return from the former over a long period of time, or 
“investing” it. Investment always means sacrificing 
something in the near future to gain something at a 
more distant time. Hence the extent to which we can 
invest is limited and must be treated as a separate scarce 
factor. It may be that in one case the investment of a 
certain amount of steel in a machine will release ten 
workmen per year for a period of five years. In another 
case the present expenditure of labour and some other 
very scarce material may set free twenty workmen, but 
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for two years only. The steel needed in the one case 
and the labour and material needed in the other may 
have the same value in current production; that is, the 
sacrifice of current production involved in using either 
in investment is the same. But which of these alterna- 
tive methods of investing present resources is the more 
advantageous cannot be decided unless we know how 
great is the supply of capital on which we must base 
our plans, and what is the minimum return we must 
obtain from the capital if it is to be used economically. 

These considerations are particularly important when 
we have to prepare for a war which may last years. If it 
were a question of a few months the problem of husband- 
ing our capital resources would be of minor importance 
and we could largely disregard the needs of next year. 
But if we are basing our policy on the assumption of 
a three years’ war, no opportunity must be lost of using 
our capital resources so as to make the greatest possible 
contribution to output throughout the whole duration of 
the war. This means that we have to use our capital 
so as to give the highest possible rate of return within 
this period. Investments which return the initial amount 
plus eight per cent. after one year must be given 
precedence over others which will return the original 
value plus fourteen per cent. only after two years. The 
latter will in turn take precedence over one year invest- 
ments which bring a surplus of only six per cent. 

It was explained last month that, to maximise 
production, no material or other resource must be 
employed in a use where it will add less to output than 
it could do elsewhere. In the same way present 
resources devoted to increasing future output must be 
used where they will bring the highest return. And the 
available supply of capital can be reserved for the most 
urgent needs only if the price charged for it, that is the 
rate of interest, expresses its true scarcity. 

That the true scarcity of capital will be very much 
greater and therefore the true rate of interest very much 
higher in war than in peace cannot be doubted. Not 
only must there be an enormous increase in the 
production of armaments, involving the production of 
new capital equipment on a large scale. The mere fact 
that for the duration of the war current needs will be 
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so very much more important than those of the more 
remot~ future would in itself be sufficient cause for a 
considerable rise in interest rates. 

It is a widely prevalent misconception that the main 
function of the rate of interest is to bring forth the supply 
of savings needed. If this were true, its importance 
under present conditions would indeed be small. In war 
time the current supply of savings required for war 
purposes can most effectively be increased by taxation. 
But it is doubtful whether the rate of interest is ever 
very important in this respect. Its main importance is 
always to regulate the allocation of the limited supply 
of capital to the purposes for which it can be used with 
the greatest advantage. This function is, of course, 
particularly important when new and urgent needs 
suddenly arise. Only very limited supplies of capital can 
be obtained by cutting down current consumption—and 
it must be remembered that current output is required 
for war purposes just as much as for the needs of the 
civil population. The only other source of capital is the 
stock of productive equipment which we have been able 
to accumulate in peace time. Most of this cannot be 
directly turned to war purposes; and a considerable part 
of it will have to be maintained or replaced in some way 
or other even in war time. But just as when we were 
accumulating capital we were constantly “ putting in” 
more into the productive process than we were taking 
out, so we can release capital by “ putting in” less than 
its current output. This can be done by cutting down 
amortisation, by replacing existing capital equipment, if 
at all, by less costly, less durable or less labour-saving 
equipment. 

By reverting in this way to what in a sense are more 
primitive methods of production, appropriate to a state 
of greater scarcity of capital, we can for a long time take 
out of the normal productive process more than we cur- 
rently put in; and what we save here in labour and 
materials becomes available for the creation of new 
equipment of the kind now most urgently needed. 
At the same time, it would not be economical either 
to cease replacement altogether or to enforce some 
proportional curtailment all round. Every production 
manager must be able to decide on the basis of all his 
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special knowledge whether, at a rate of interest which 
expresses the true scarcity of capital, it is still advan- 
tageous to use a given amount of capital or whether 
direct labour should be used instead. A false rate of 
interest which does not express the true scarcity of 
capital will mislead private entrepreneurs just as much 
as the controlling authority. To keep the rate of interest 
artificially low cannot alter the fact that in war time the 
urgency of present needs and the scarcity of resources 
available for investment will be greatly intensified. It 
can only have the effect that the limitations on the supply 
of capital will be disregarded and valuable resources 
wasted. All this is, of course, only one aspect of the 
problem of interest rates, but it is an aspect which is 
commonly neglected and which therefore most urgently 
needs to be emphasised. 


International Banking 
UNITED STATES 

HE outbreak of war in Europe failed to affect in 
any way the New York money market where 
funds remained cheap and abundant, and interest 
rates remained very low. There was not the least in- 
chnation or need on the part of the American monetary 
authorities to resort to futile panic measures. The boom 
anticipated by Wall Street, which may develop consider- 
ably if the United States should change her neutrality 
legislation, would have to go fairly far before it would 
make itself felt in the form of tightening money con- 
ditions. As things are, it is simply inconceivable that 
the Washington Administration would think of dis- 
couraging it by means of a premature and uncalled-for 

increase in Bank rate. 

During the last fortnight of August the influx of gold 
and foreign balances assumed unprecedented propor- 
tions. Accordingly, the dollar had a very firm under- 
tone, and when the British monetary authorities 
suspended the support of sterling on August 25, there 
was a sharp fall in all the currencies which followed 
sterling. It is understood that, before allowing sterling 
to depreciate below 4.68, the British and American mone- 
tary authorities exchanged views. The latter made it 
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plain that they raised no objection to a fall in sterling 
during the period of the acute crisis, but that they would 
insist upon the restoration of sterling to a higher level if 
the emergency should pass. With the outbreak of the 
war the sterling-dollar rate was pegged once more by the 
British authorities, at a lower level. A statement issued 
by Mr. Morgenthau made it clear that the Washington 
Administration did not consider either the depreciation 
of sterling and the franc, or the adoption of exchange 
restrictions in Great Britain and France, as being con- 
trary to the terms of the Tripartite Agreement, which 
remains valid. He pointed out that the depreciation of 
sterling and the franc was not competitive depreciation, 
and that war conditions justified the adoption of 
exchange restrictions. 

The American authorities showed concern, however, 
when the lowering of the official rate for sterling was 
followed by a further marked depreciation in the un- 
official market in New York. Mr. Morgenthau declared 
that he was seeking means of combating speculation in 
sterling because a depreciated and fluctuating value for 
English money was unsettling from the point of view 
of the American importer and exporter. 


FRANCE 


The French authorities tackled the monetary 
problems of the crisis and the war with a commendable 
degree of sang-froid and common sense. They did not 
increase Bank rate, as they realized the futility of such 
a measure in existing circumstances. They were also 
aware that, since the Treasury will have to borrow large 
amounts for the requirements of national defence, it 
would be unjustifiable both from a financial and a moral 
point of view to give subscribers gratuitous bonuses at 
the taxpayers’ expense. Nor did the French authorities 
have the least desire to accentuate the deflation brought 
about by the war through a decline in the demand for 
civilian goods. Above all, they realized that, since the 
adoption of exchange restrictions isolated France from 
foreign countries the Bank rate ceased to be a factor in 
the international position of the franc. 

The French exchange restrictions are less stringent 
than the British, owing to the fact that there is very little 
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foreign capital in France, and that the French authorities 
were gaining gold up to the very last minute before the 
outbreak of the war. Foreign holders of francs are at 
liberty to transfer their balances, and the embargo 
affects only the export of French capital. On the other 
hand, French people have not been called upon to 
surrender or declare t'1eir foreign assets. 

The mobilization did not bring about any wholesale 
withdrawal of deposits from French banks. The note 
circulation increased, but largely in connection with the 
initial mobilization expenses and the withdrawal of funds 
by people who expected to be evacuated. There was no 
trace of the panicky atmosphere experienced during the 
crisis of 1938, either in the foreign exchange market or on 
the Bourse. Thanks to the remarkable improvement of 
French financies achieved by M. Paul Reynaud since 
November 1938, France withstood the shock remarkably 
well. 

GERMANY 

The last week of August witnessed a spectacular 
increase in the Reichbank’s note circulation, which rose 
in one single week by the equivalent of £200,000,000. It 
would be necessary to go back to the advanced phases 
of post-war inflation in 1923 to find a comparable 
increase. Admittedly, part of the increase was due to 
end-of-month influences. But the fact that during the 
first week of September the decline was only about one- 
eighth of the increase in the previous week seems to 
indicate the extent to which the increase in the note issue 
represented crude inflation. Mobilization expenses had 
to be covered almost entirely with the aid of the printing 
press, and the German public has been withdrawing 
large amounts from the banks in order to buy goods, in 
anticipation of a disastrous slump in the purchasing 
power of the reichsmark. 

During the last few weeks that preceded the outbreak 
of the war Germany has been buying large amounts of 
raw materials abroad against cash payment. It is 
reasonable to assume, therefore, that she has virtually 
exhausted her hidden gold reserve accumulated through 
the seizure of the gold stocks of the Austrian National 
Bank and the Czecho-Slovak National Bank. She has 
thus entered the war with virtually no gold reserve. 





45 





Recent Developments in Palestine 
Banking 


N the post-war history of banking in Palestine, there 
] can scarcely have been a more eventful period than 

the past year. In the first place it was, of course, a 
period of great political unrest within the country itself 
—the Government had practically to reconquer certain 
districts which had fallen into the hands of terrorists. 
This state of affairs found its reflection in the publication 
of the Partition Commission’s Report in November, 1938, 
followed by the Palestine Discussions in London and the 
publication of the White Paper in May, 1939. Against 
this troubled background many important developments 
were taking place in the banking field itself. 

Most important of these was the reorganization of the 
Palestinian banking system under the Banking (Amend- 
ment) Ordinance of October, 1937, which became fully 
effective during the past year. 

Within four years the number of local banks (not 
including foreign banks) was reduced from 78 to 36, 
with a simultaneous increase in the capital and reserves 
of the average bank from £P. 17,220 to £P. 57,908, as 
shown in the table below :— 


CAPITAL STRUCTURE OF LOCAL BANKS 
No. of Capital Reserves. Totalown Average 
Banks Capital 
£P. £P. £P. £P. 
March, 1935 78 1,034,037 309,904 1,343,941 17,220 
1936 70 1,321,134 168,236 1,489,370 21,277 
1937 68 1,544,840 213,636 1,758,476 25,860 
1938 47 1,154,253 189,476 1,343,729 28,164 
1939 36 1,729,248 355,462 2,084,710 57,908 
The reduction in the number of banks would have 
been still more drastic but for the conversion into joint- 
stock banks of the two largest credit co-operatives (which 
are not subject to the Banking Ordinance) namely, the 
Ashrai Bank, Ltd., and the Kupath Am Bank, Ltd., and 
the registration of the leading financial corporation, the 
Palestine Corporation, Ltd. under the Banking 
Ordinance. In March the number of banks was 
increased by the conversion of another co-operative, the 
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Palestine Industrial Bank, an institute of the Manufac- 
turer's Association operating in close co-operation with 
the Anglo-Palestine Bank. Another bank which is 
expected to start operations shortly is the South African 
Palestine Binjan Bank, Ltd., Haifa, registered last year 
with a capital of £P. 50,000, by a group of South African 
capitalists which also sponsored the similarly styled 
Mortgage Company some fifteen years ago. 

This process of consolidation in Palestine banking 
progressed steadily throughout the year and was in no 
way retarded by the disturbed international situation. 
As in the Abyssinian crisis in August, 1935, there was a 
run on the banks during the Munich crisis in September, 
1938. Withdrawals of deposits totalled £P. 1,217,000 
including £P. 936,000 demand deposits. Within a 
month, however, two-thirds of this amount had returned 
to the banks. There was a simultaneous increase in the 
circulation of currency by £P. 1,975,000. The difference 
between this increase and the total of deposits withdrawn 
is explained by the fact that the cash reserve which the 
banks had set aside in anticipation of the run proved 
larger than was actually required. 

The following table shows movements in deposits as 
compared with the circulation of currency :— 


At Total Ratio of Demand Currency 
y 
Deposits Deposits 

. cP. VP £P. 
. 3.36 ar i 16,286,000 -6 §29,000 

74 4 
31. 3.38 wa .. 16,523,000 74°9 5,009,000 
30. 6.38 a .. 17,158,000 75°6 4,839,000 
31. 8.38 ia .. 17,129,000 74°8 4,874,000 
30. 9.38 ai .. 15,912,000 74:6 6,849,000 
31.10.38 ma -. 16,719,000 75°9 5,809,000 
31.12.38 ah .. 18,099,000 77°1 5,509,000 
31. 3.39 a .. 19,265,000 76°9 6,574,000 
30. 4.39 os .. 19,521,000 77°7 6,801,000 


By December, deposits had recovered to their former 
level, and have since risen still further to the record level 
of £P. 19,521,000 in April, 1939. Similarly, the circula- 
tion of currency, after declining almost to its pre-Munich 
level, increased again to £P. 6,801,000, an upward trend 
which was not interrupted by the Czechoslovakian panic 
of March. 
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August 31, 1938 April 30, 1939 





Total Deposits “i .. £P. 17,129,000 £P. 19,521,000 
Currency as ‘s en 4,874,000 6,801,000 
Total Liquid Capital .. £P. 22,003,000 £P. 26,322,000 


These figures show an amazing increase of approxi- 
mately £P. 5,781,000 in the liquid capital of the country 
within eight months. The reason for this movement, 
which started in the fateful pogrom month of November, 
is apparently the growing feeling of insecurity of Jewish 
capital in various European countries and the desire to 
build up a certain reserve in Palestine, which in case of 
need would entitle its owner to admittance as a capitalist 
immigrant. 

It still remains to be seen whether this capital flow 
will continue or reverse its direction under the influence 
of the White Paper. The further restriction of immigra- 
tion for political and not economic reasons, will turn 
Palestine virtually into an Arab country in which Jewish 
capital cannot have the same confidence as in a Palestine 
under British rule. The high preference for liquidity is 
evident in a comparison between Demand Deposits and 
Time Deposits in the months of :— 


Demand % Time % Total 

Deposits Deposits Deposits 
Aug., 1938 £P. 12,285,000 74°8 4,843,000 25°2 17,128,000 
April, 1939 14,923,000 77°7 4,598,000 22°3 19,521,000 


A certain portion of the immigrating capital, 
naturally, is being invested. No doubt this portion 
would increase were the feeling of confidence in the 
future of the country re-established. At present, how- 
ever, there is a striking disparity between trends in 
imports of capital and investment activity, as the follow- 
ing indices show :— 


Index of Capital Imports Jewish Investment 
(Estd. by Anglo-Palestine (Estd. by Amer. Economic 
Bank) Committee) 
%, LP. 
1934 .. os 100 9,000,000 
a +a 125 10,000,000 
1936 .. re 74 6,000,000 
1937 _-- — 53 5,000,600 
1938. 69 4,000,000 


There seems to be an elerhent of truth in the view 
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that this ities asia far from being available for 
productive enterprise in the country, introduces a certain 
element of unrest into the Palestinian credit market. 
For this reason it should be the main concern of the 
authorities to devise ways and means to make permanent 
investment attractive to this unstable refugee capital. 

This would appear doubly necessary at the present 
moment, as the country has found it difficult—owing to 
the international tension—to obtain the necessary long- 
term credits, particularly from the British or British 
controlled credit institutions. It must be remembered 
that Palestine is putting considerable amounts at the 
disposal of the British money and capital market, the 
main items at the end of 1938 being :— 


Banks : Balances with banks abroad.. {£P. 902,360 
Balances with Head Office 


abroad ; , os 2,748,508 
Investments of banks . ca 3,589,262 
£P. 7,240,130 
Palestine Currency Board Funds se 5 4,079,400 
Government Funds .. oF 4 i 3,018,867 
Agricultural Mortgage Co. 
(Govt. Guarantee Fund) .. ea Si 150,000 


£P.14,488,397 


The reserve shown by British financial concerns and 
the consequent difficulties in financing the present citrus 
crop, aroused disappointment and some resentment. 
Apparently the ban on overseas investment extends also 
to Palestine. This being so, demands for a more active 
organization of the local capital market are bound to 
arise. 

It was pointed out before the Palestine Royal 
Commission in 1937 that Government invested its 
surplus outside Palestine at 3} per cent. and deposited it 
with the Joint Colonial Fund. When necessary it 
borrows against the deposit at a higher rate, while the 
contributors to the surplus are paying at least 7 per cent. 
in the country for money which they obtain only for 
short terms, at the same time that other people abroad 
are permitted to use this country’s surpluses for long- 
term purposes at a very low rate of interest. Palestine 
itself, on the other hand, pays 5 per cent. on its 
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£P. 4,475,000 loan of 1927, guaranteed by the British 
Government. This investment policy of the Government 
has been criticized as suggesting a lack of confidence by 
Government itself in the stability of the country. It is 
argued that this tends to diminish, if not destroy, the 
confidence of the investing public on which this country 
must largely depend for its capital. It is open to discus- 
sion, however, whether the suggested palliative for this 
situation, namely, the establishment of a Palestinian 
central bank, is a practical proposal at the present 
moment of political uncertainty. 

Another interesting suggestion was the establishment 
of a municipal savings bank by means of which it was 
thought Tel-Aviv could obtain its required credit. 
Though this view must be considered over-optimistic, as 
only a small portion of the deposits could be used for 
long-term investments, the development of a savings 
bank by public authorities would be a beneficial step 
which deserves serious consideration, in spite of the 
wide-spread development of credit societies. Much more 
would be needed to make the country less dependent 
on overseas capital markets and to bring down the high 
rate of interest. It is naturally difficult for the farmer 
and manufacturer to pay 7-8 per cent. interest—and 
even more for medium term loans of three to ten years— 
in addition to repayment on capital. And as a large 
portion of the invested capital is borrowed—as in most 
countries in an early stage of development—payments 
on account of capital and interest tend to become oppres- 
sive in times of poor trade. An increased supply of 
long-term capital which would permit consolidation of 
the present short-term indebtedness is one of the most 
pressing needs of the Palestinian economy. 

Indebtedness to banks and co-operative societies on 
account of advances and bills discounted totalled 
£P. 13,916,000 in April, 1930, as against £P. 13,312,000 a 
year earlier and £P.13,382,000 in January, which 
appears to have been a delayed seasonal peak. This 
increase is due both to a larger number of customers and 
a larger average loan, as the distribution of bank loans 
shows (see page 50). 

This increase, however, may be due to the inclusion 
in the banking statistics of the recently converted large 
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co-operative societies and a large financial corporation. 
The distribution of these advances by amount and 
between industries differed little from that in 1938 (see 
last year’s article). There was, however, some increase in 
the percentage of amounts due by customers liable over 
£P. 1,000, a fact which was shown already in the higher 
average loan. These figures, naturally, do not include 
the loans issued by various financial concerns like Bizur 
Ltd. (for public works) and Nir Ltd. (for agriculture) nor 
those of the mortgage banks which do not submit reports 
to the treasurer under the Banking Ordinance. 


End Total Credits by Number of Average 
March Banks Customers Loan 
fF’. £P. 
1937 .. 10,202,933 72,399 141 
1938 .. 10,068,948 70,284 143 
1939 .. 11,994,004 77,543 155 


While many banks have maintained their payment 
of dividends for 1938 on last year’s level, and one even 
increased it, some others in view of the uncertain future 
have wisely decreased it in order to allocate larger 
amounts to their reserve funds. The record of the 
Palestine banks during this last year of unprecedented 
strain is a striking testimony to their soundness and 
efficient management, which has retained the confidence 
of the public throughout the international crisis. Now 
that the reorganization of the Palestine banking system 
has been successfully completed, the efforts of the 
country’s financial and industrial leaders must be 
devoted to solving in a satisfactory manner the para- 
mount problem of long-term credit for agriculture and 


industry. 
Books 
WALTER BAGEHOT. By WILLIAM IRVINE. (Published by 
Longmans, Green and Co. Price 12s. 6d.) 

To those who think of Walter Bagehot primarily as 
a great editor of “The Economist,” this biography will 
come asa disappointment. It is devoted almost entirely 
to his personal life (as illustrating “ the inward drama of 
a decorous Victorian existence’’), and beyond that to 
Bagehot as a philosopher and a literary figure rather 
than to his work as an economist. It is true that as 
Bagehot’s ideas on politics and economics were closely 
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linked with his views on philosophy and religion these 
other aspects of his personality are not without interest 
to those concerned with his technical achievements. At 
the same time there is a distinct lack of balance and 
perspective about any work on Bagehot in which his 
great invention, the Treasury bill, does not even figure 
in the index, and in which the Bank of England is men- 
tioned only in a single footnote. There is still scope for 
a biography of this outstanding figure but it will not be 
written by an assistant professor of English. 


THE CONTINGENT LIABILITIES OF THE ENGLISH Com- 
MERCIAL BANKS. By H.C. F. Hoicate. (Lon- 
1939: Gee and Co. (Publishers), Ltd. 5s. 
net. 

Tuts little booklet fulfils a useful task in that it covers 

a field which has not been adequately explored. It may 
contribute towards bringing about a higher degree of 
standardization in an important item appearing in 
bankers’ accounts. The author tries to show the back- 
ground against which the need for clarification of bank 
balance sheets in one particular aspect can be seen in 
sharp relief. He urges the publication of greater detail 
and a higher degree of uniformity. After an introduc- 
tory chapter on the published accounts of banks, the 
author deals in separate chapters with contingent liabili- 
ties arising from the discounting of bills, acceptances and 
credits, forward exchange contracts, guarantees, unpaid 
calls on shareholdings, etc. Although the subject is 
highly technical, the author deals with it in a language 
that is understandable by the average student of bank- 
ing. Nevertheless, the book is stimulating also for the 
expert, who will be interested in the author’s point of 
view. 


SAVINGS IN GREAT BRITAIN, 1922-1935. By E. A. RapIce. 
= 1939: Oxford University Press. 8s. 6d. 
net. 

THE author sets out to measure the influences of 
various factors on the growth of British savings during 
a period of thirteen years. He seeks to ascertain how 
far each type was affected by changes in the levels of 
income, the rate of interest, etc. Other questions con- 
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sidered are the effect of changes in the distribution of 
incomes on the level of savings, and the relation between 
savings and monetary policy. A certain amount of 
knowledge of applied mathematics is necessary to be 
able to appreciate the book, which is certainly not meant 
for the man in the street. 


PROSPERITY AND DEPRESSION. By GOTTFRIED VON 
HABERLER. (Published by the League of Nations. 
New Revised and Enlarged Edition. London: 
Allen and Unwin. © 7s. 6d. net.) 

Tus extremely valuable comparative study of the 
different theories of the trade cycle has already won for 
itself a place in economic literature as a standard work of 
reference on this most controversial aspect of modern 
economics. The new edition is enlarged by an addi- 
tional chapter dealing with the literature on the subject 
of cyclical movements. 


THE THEORY OF IDLE Resources. By W. H. Hutt. 
(London, 1939: Jonathan Cape. 6s. net.) 

PROFESSOR Hutt is trying to show that freedom of 
competition is often vitiated by “idle resources” by 
which term he means idle labour, land, equipment, and 
other resources. He attempts to provide a comprehen- 
sive analytical scheme which can be used to interpret 
all instances of unemployed resources. 


City OF BIRMINGHAM, FINANCIAL STATEMENT, 1938/0. 

Tuts bulky volume, containing the accounts of the 
City of Birmingham for a single year, is an object lesson 
in the clear presentation of figures and a striking testi- 
mony to the almost limitless activities of a modern muni- 
cipality. The figures themselves are an intriguing study 
to anyone with time to spare. With some surprise, for 
example, one notes that expenditure on A.R.P. last year 
amounted only to £93,843, and was expected to increase 
to £142,006 in 1939/40. Even the higher figure is sub- 
stantially less than the £205,793 devoted to maternity 
and child welfare services, and negligible by comparison 
with the City’s net expenditure of £1,338,799 on educa- 
tion, so that the burden of emergency expenditure may 
be less heavy than is commonly supposed. 


ce 
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Appointments and Retirements 


Bank of Montreal. 


The directors have elected Mr. Huntly R. Drummond 
to be president of the bank in succession to the late Sir 
Charles Gordon. Mr. Drummond, the son of Sir George 
Drummond, a former president of the bank, has been a 
director since 1912 and vice-president since 1927. 


Chartered Bank of India, Australia and China 


Mr. V. A. Grantham, of Forbes, Campbell and Co., 
has joined the board. 


Lloyds Bank 


At Head Office Mr. J. McMillan, hitherto assistant 
secretary and registrar, has been appointed secretary of 
the bank in succession to the late Mr. G. H. Chattaway. 
Mr. Harold Turner has been appointed assistant secre- 
tary. In the Advance Department, Mr. G. W. Tett, 
from Cardiff Docks, has been appointed a controller and 
Mr. R. K. Spencer, from Tunbridge Wells, an assistant 
controller. 

Mr. E. W. Ivamy, from Advance Department, Head 
Office, has been appointed manager at Avenue branch, 
Southampton. Mr. W. F. M. Hopkins, from Avenue 
branch, Southampton, has been appointed manager of 
Cardiff Docks branch. 

On the retirement of Mr. A. R. Walker after 42 years’ 
service, Mr. N. B. Fookes, from King’s Road, Southsea, 
has been appointed manager of Clacton-on-Sea (also 
Frinton-on-Sea) branch. Mr. A. M. Beale, from Head 
Office, succeeds Mr. R. T. Fitzjohn as manager of 
Cromer branch on the retirement of the latter after 
40 years’ service. 

Mr. W. H. Allman, from Northampton, has been 
appointed manager of Hemel Hempstead branch. Mr. 
C. A. Vincent, from Hemel Hempstead, succeeds Mr. 
H. C. C. Robins as manager of High Wycombe branch 
on Mr. Robins’ retirement after 48 years’ service. 

Mr. L. J. Cotton, from Abbey House, has been 
appointed sub-manager of Kingsway branch, W.C. 

Mr. E. L. Bartlett, from Tipton, has been appointed 
manager of Ladywood branch, Birmingham. 

EB 
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Mr. D. J. Clark, from Bridgwater, has been appointed 
sub-manager of Northampton branch. 

Mr. F. C. White, from Kingsway, has been appointed 
manager of Notting Hill Gate branch, W. Mr. L. H. F. 
Liddall, from Notting Hill Gate, has become manager of 
Old Bond Street branch, W., on the death of Mr. S. J. 
Simpson. 

At Royston branch, Mr. N. J. Borman, from Wain- 
fleet, has been appointed manager. 

Mr. R. M. Brown, from Boscombe, has been 
appointed sub-manager of Tunbridge Wells branch. 

On the death of Mr. G. W. Elderkin, Mr. O. H. 
Barton, from Cambridge, has become manager of West 
Hartlepool branch. 

At Rawal Pindi, Mr. E. H. Carnochan has retired 
from active service. 


Martins Bank 

Mr. Thomas Humphrey Naylor has been elected to a 
seat on the general board of the bank. Mr. Naylor was 
a partner in Messrs. Sandbach, Tinne and Co., general 
merchants, of Liverpool, from 1921 until recently, when 
the firm became a limited liability company, of which 
company he is now chairman. He is also a director of 
the Thames and Mersey Marine Insurance Company, 
Limited, and chairman and managing director of the 
Demerara Company, Limited. 

At Kendal branch, Mr. J. W. Bargh, hitherto assistant 
manager, has been appointed manager in succession to 
Mr. A. W. Sutcliffe who has retired after 45 years’ 
service. Mr. W. H. Levens and Mr. E. Moffatt have 
been appointed assistant managers. 

Mr. J. Murray, hitherto manager of Northumber- 
land Street branch, Newcastle-upon-Tyne, has been 
appointed manager of Eastbourne branch. He is suc- 
ceeded by Mr. H. Cook, hitherto manager of Benwell 
branch, Newcastle-upon-Tyne. Mr. A. E. Mennear, 
from Byker branch, Newcastle-upon-Tyne, has been 
appointed to succeed Mr. H. Cook as manager of 
Benwell branch. 


Midland Bank 
Mr. R. Hampshire has been appointed an assistant 
general manager. 
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National Bank of India 


Mr. A. N. Stuart, of Alex. Lawrie and Co., has joined 
the board. 


Union Bank of Scotland 


At Maybole branch, Mr. C. Smith, agent, has retired 
and is succeeded by Mr. J. D. Macpherson, accountant 
at Hamilton branch. 

Mr. A. Robson, agent at Stewarton branch, has 
retired and is succeeded by Mr. R. Brown, accountant 
at Kensington branch, London. 

Mr. W. Millar, accountant, has been authorised to 
sign official documents “pro agent” in the place of 
Mr. Macpherson. 

At Lerwick branch and Scalloway sub-branch, Mr. 
J. Coutts, accountant, has been authorised to sign official 
documents “ pro agent” in the place of Mr. J. Robertson, 
who has been transferred to another branch of the bank. 

Mr. G. M. Maltman, accountant at Kensington 
branch, London, has been authorised to sign official 
documents “ pro manager” in the place of Mr. Brown. 


New Branches 
Lloyds Bank 


A new branch has been opened at (22, Castle Lane, 
Bournemouth, which is a sub-branch to Moordown. 

Another new branch has been opened at Donnington 
(Ivy House, 10, Trench Road, Donnington, Wellington, 
Shrops.) which is a sub-branch to Newport, Shrops. 

The business of Gallowtree Gate branch, Leicester, 
has been transferred to new premises at 15, Granby 
Street, and the name has been changed to Granby Street, 
Leicester. 


National Provincial Bank 

_A new branch has been opened at 133, High Street, 
Gillingham, Kent. 
Williams Deacon’s Bank 


The business of Williams Deacon’s Bank hitherto 
conducted at 11, High Street, Oldham, has been trans- 
ferred to larger premises at Church Terrace, Oldham. 
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Banks’ Wartime Addresses 


Anglo-Portuguese Colonial and Overseas Bank 


HE business of the bank is being carried on until 
further notice at Linden House, Linden Road, 
Leatherhead, Surrey. 


Bank of Australasia 


The business of the bank’s offices at 4, Threadneedle 
Street, E.C.2, and 17, Northumberland Avenue, W.C.z, 
will until further notice be conducted at Sandroyd, 
Cobham, Surrey. 


Bank of British West Africa 


The Head Office administration of the bank will now 
be carried on from “ Seacox Heath,’ Hawkhurst, Kent, 
Tel.: Hawkhurst 281 and 282. Telegraphic address: 
Africbank, Hawkhurst. Conditions permitting, the 
bank’s City office at 37, Gracechurch Street will continue 
- function for the transaction of all branches of banking 

usiness. 


Bank of London and South America 


The registrar’s department of the bank has been 
moved to Lloyds Bank Ltd., Dunstable. The head- 
quarters of the bank remains at 7, Tokenhouse Yard, 
E.C.2, to which all correspondence should be addressed 
except that regarding the bank’s stock register. 


Bank of Montreal 


Certain departments have been transferred to 4, 
Lingfield Road, The Ridgway, Wimbledon Common. 
Tel.: Wimbledon 1708, but the essential business is still 
being transacted at 47, Threadneedle Street, E.C.2. 


Bankers’ Clearing House 

The Bankers’ Clearing House has moved to 
Stoke-on-Trent. 
Lloyds Bank 


The registered office of the bank has been transferred 
to Salisbury. 
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National Bank of Australasia 


The main business of the bank has been transferred 
to 11, South Bank, Surbiton, Surrey. Tel.: Elmbridge 
5881/5. 


National Bank of India 


The Trustee and Income Tax Departments have 
been transferred to Arbrook Ridge, Arbrook Lane, 
Esher, Surrey, otherwise the bank’s business is still being 
carried on at 26, Bishopsgate, E.C.2. 


Swiss Bank Corporation 


The greater part of the services of the Swiss Bank 
Corporation has been transferred to West Hall, Byfleet, 
Surrey. Tel.: Byfleet 20. Telegraphic address: Swis- 
banco Byfleet. The offices at 99, Gresham Street, E.C.2, 
and ric, Regent Street, S.W.1, will remain open. 


Westminster Bank 


The Chief Office of the Trustee Department at 53, 
Threadneedle Street, E.C.2, has removed to 8a, Christ- 
church Road, Bournemouth, which is the existing 
Trustee Office in that town, and to this address all 
correspondence should be sent. 


A.R.P. in the City 


HOSE whose work requires them to come up to the 

City under war conditions may be assured that a 

very efficient organisation has been built up for 

their protection against air-raid dangers. To deal first 
with the protection provided by the authorities, no less 
than 39 wardens’ posts have been established in the 
square mile of the City, a list of which is given at the end 
of this article. It is the function of these posts to receive 
reports of what is happening and see that help is sent 
out of an appropriate kind, such as ambulances, 
stretcher parties, rescue parties of building operatives 
to release persons trapped under wreckage, decon- 
tamination squads to deal with poison-gas, and repair 
parties for dealing with damage to roads and sewers. 
All wardens’ posts are naturally in direct telephonic 
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communication with the control and report centre, where 
instructions to the above mentioned parties are issued. 
All persons working in the City are strongly advised to 
make a note of at least two warden posts near to their 
offices and it is emphasised that in case of a raid, 
requests for assistance should be conveyed to the 
warden’s post by messenger. In no case should any 
attempt be made to telephone to the posts, whose lines 
are required for communication with the central office. 

The City also has five first-aid posts—listed on p. 61— 
to which the stretcher parties can convey serious casual- 
ties and to which less serious cases can be taken 
independently. It may be taken that ample public 
shelters have been provided, but for various reasons it 
is impossible to give a list of addresses or an exact state- 
ment of the accommodation available. On the one 
hand the number of shelters is constantly increasing, 
while in some cases shelters are being transferred to 
more suitable premises. On the other hand, it will be 
realized that in an area such as the City, which has prac- 
tically no open spaces, shelters have to be housed in 
private commercial buildings, so that the accommoda- 
tion available to the public consists of the surplus space 
left after provision has been made for the staffs 
employed in the various buildings. Since in some cases 
firms which had intended to move their entire personnel 
to the country have been encouraged by the complete 
immunity which the City has so far enjoyed to remain 
in or return to their premises, the amount of space avail- 
able to the public is necessarily elastic and the difficul- 
ties attendant upon the problem considerable. It is 
strongly emphasised that the public shelters are provided 
primarily for the use of persons caught in the streets and 
some distance from their own offices at the time an air- 
raid alarm is sounded. Members of the public are 
emphatically requested not to leave their own office 
building to go to a public shelter. 

So far we have been discussing only the facilities 
provided by the public authorities. For the most part 
the actual shelters for City workers will have been pro- 
vided in their own office building, since Section 14 of 
the Civil Defence Act imposes a statutory obligation 
upon every owner of a commercial building housing 
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more than 50 persons to provide adequate shelter. It 
may be pointed out that under Section 89, Sub-Section 7 
of the Act, this obligation remains even though the num- 
ber employed in the building may have been reduced 
below the statutory minimum by the transfer of staffs to 
the country. There is a further obligation upon em- 
ployers of more than thirty persons in commercial 
buildings to have somebody permanently on the staff 
to watch out for fire, and employers have recently been 
reminded of this duty by an official circular. As in 
every other case where regulations are laid down by 
statute, a system of inspection has been set up to see that 
these obligations are carried out, since the responsibility 
rests on the A.R.P. organization to ensure that this is 
done. Although no further financial assistance will be 
provided by Government grant for the construction of 
shelters unless the work has been put in hand by 
September 30, those responsible may be interested to 
know that if any difficulty should arise in the construc- 
tion of a shelter the owner of the building is advised to 
consult an architect or structural engineer, who can 
obtain free technical advice if he calls by appointment 
at the City Engineer’s Office. Any general enquiries in 
connection with A.R.P. work in the City should be 
addressed to the Air Raid Precautions Officer, {r7, 
Aldermanbury, E.C. 








Incorporated by Royal Charter, 1727 


ROYAL BANK OF SCOTLAND | 


Head Office: St. Andrew Square, Edinburgh 


Principal London Office: 3 Bishopsgate, E.C.2 
258 Branches throughout Scotland 
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List of Wardens’ Posts in the City of London 


London & Lancashire Insurance Co., Ltd., 155, Leaden- 
hall Street, E.C.3. 

City of London Club, 19, Old Broad Street, E.C.z. 

Messrs. Kleinwort, 20, Fenchurch Street, E.C.2. 

Orient House, 5, Fenchurch Avenue, E.C.2. 

Lloyd’s Registry of Shipping, 71, Fenchurch Street, E.C. 
55, Great Tower Street, E.C. 

Messrs. Vavasseur, 15, America Square, E.C. 

The Employers Liability Association, Hamilton House, 
Victoria Embankment, E.C. 5, Essex Court, E.C. 

St. Dunstans-in-the-West (Crypt), Fleet Street, E.C. 

The Daily Telegraph, Fleet Street, E.C. 

The Bishopsgate Institute, Bishopsgate, E.C. 

Staple Hall, Stone House Court, Houndsditch, E.C. 

Commerce House, Middlesex Street, E.1. 

Kearley & Tonge, Mitre Square, E.C.3. 

Kent House, Telegraph Street, E.C.2. 

The Mercers School, Holborn, E.C. 

Wyman & Co., New Street Square, E.C.4. 

The Amalgamated Press, Fleetway House, Farringdon 
Street, E.C. 

Messrs. Seeley & Paget, 39, Cloth Fair, E.C.t1. 

Messrs. Leacock & Co., 4, Little Britain, E.C. 

St. Paul’s Cathedral (Crypt). 

The Times, Printing House Square, E.C. 

Horseshoe Wharf, Upper Thames Street, E.C. 

The Vintners Hall, Upper Thames Street, E.C. 

The Cordwainers Hall, Cannon Street, E.C. 

Southern House, Cannon Street, E.C. (Dowgate Hill 
Entrance). 

Liverpool, London & Globe Insurance Building, 1, 
Cornhill, E.C. 

Fishmongers’ Hall (Upper Thames Street Entrance). 

Union Discount Co., 39, Cornhill, E.C. 

Nestlés Milk Products, Ltd., 6 & 8, Eastcheap, E.C. 

The Grocers’ Hall, Princes Street, E.C.2. 

The Ironmongers’ Hall, Aldersgate Street, E.C. 

The Cripplegate Institute, Golden Lane, E.C. 

The City Greenyard, Whitecross Street, E.C. 

The Haberdashers’ Hall, Gresham Street, E.C.z. 
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[ List of Wardens’ Posts, Contd. | 


The Chartered Insurance Institute, 20, Aldermanbury, 
EA..2. 

“Blossom Inn,” Lawrence Lane, E.C. 

Britannic House, Moorgate, E.C.z2. 


Provisional First-Aid Posts 


Bishopsgate Institute, Bishopsgate. 

Central Criminal Court, Old Bailey. 

Chartered Insurance Institute, 20, Aldermanbury. 
21-22, Great St. Helen’s, E.C.3. 

Unilever House, Blackfriars. 





A MILNERS’ SAFE 
FOR COMPLETE SECURITY 


THE MILNERS’ BRANCH BANK SAFE 
illustrated has been specially designed to 
meet the demand by Banks for adequate 
protection against extreme risks, and 
primarily for use where it is inconvenient 
to construct a strong room. 


Incorporated in the construction of these 
safes is a patent alloy armouring which 
has been publicly tested and proved im- 
penetrable by any known method of 
attack. Milners’ Strong Room Doors and 
Safes are manufactured in a wide range of 
sizes and qualities. 


Technical experts are always available to dis- 
cuss security problems. Catalogues of Strong 
Room Doors and Safes sent on request. 


MILNERS SAFE CO... LTD. 


Head Office: Depots at Liverpool, Manchester, 


GREENWICH HOUSE, NEWGATE ST., LONDON, E.C.1  CSventry, Brizhton, Glasgow, Dublin 
TRE gS Sn RN RN OE TL LT TT 





F 








62 THE BANKER 


Some District Bank Branches 
By Professor C. H. Reilly 


T was as long ago as May, 1933, that I last dealt with 
some of this bank’s new buildings. I then said “ It 
is refreshing to turn from the variety of the good, bad 

and indifferent branches of the six great banks to the 
branches of the District Bank all by the same architect, 
Mr. Francis Jones of Manchester, and all good and all 
designed in a similar manner—a simplified Georgian.” 
[ then went on to say that while this made the way easy 
for me as a critic it was not so easy for me as a journalist 
as it left little to be said once one had accepted the 
general proposition that “simplified Georgian’ archi- 
tecture was the right thing to use. It meant too that 
all the buildings, however pleasant in themselves, were 
very much alike and that, without seeing their plans and 
with only photographs of their exteriors to judge from, 
one could not tell the true value of their various solutions. 

All this remains true to-day only, if possible, more 
so. Plans are as essential as ever to the real discussion 
of architecture. Yet banks, except foreign and 
Dominion ones, seem as shy as ever of exposing them to 
the public gaze. ‘Simplified Georgian ” architecture too 
as a means of modern expression is still debatable, even 
more so perhaps than it was six years ago. With its 
simplicity of pattern and balancing of masses such 
architecture no doubt fits in very well into the general 
atmosphere of our country towns. A new building in 
such a manner offers no shock to the inhabitants or 
visitors, and, when the weather has toned it down, most 
people will take it for a really old one, say of the late 
eighteenth century. The small panes to the windows and 
the pattern of their white bars against the red brickwork 
will give it that semi-dolls-house, cosy look which 
appeals so much to the sentimental Englishman. 

On philosophical grounds too it is easy, superficially 
at least, to defend “simplified Georgian” as a style to 
be adopted. The architect can say—indeed I have said 
it myself—that he is carrying on from the last time in 
our history that the country had an indigenous vernacu- 
lar style of its own, and that is true enough. After the 
Georgian period came a series of revived styles, Gothic, 
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Greek, Romanesque, Italian and to-day _ tea-house 
Tudor, that is copied stuff used to satisfy a passing craze 
or fashion but with no functional reason behind it. The 
answer to all this is to enquire whether any form of 
Georgian architecture to-day, simplified or not, is not in 
itself a “revived style,’ also with no functional reason 
behind it. Is the function of a bank to-day the same as 
that of a small country house two hundred years ago? 
Is the pleasing pattern of small panes of glass divided 
by white bars when used to-day anything but a fashion 
like the flowers on a woman’s hat, when glass can now 
be made in big sheets and the windows are to light 
working rooms, not ladies’ boudoirs, where the ladies 
themselves preferred patches and powder to soap and 
water? In short is not the present age, in its ways of 
life and with the materials it has at its disposal, so far 
from the Georgian era that to adopt the latter’s methods 
of design is only a shade better than to adopt those of 
the imitation Tudor beloved of the speculative builder ? 
At any rate the modernist, convinced of his new world 
and its glorious possibilities, would say that Georgian 
architecture, simplified or not, was as much fancy dress 
to-day as any other deliberately revived past style, and 
that the banks which adopt it should, to be consistent, 
put their managers into periwigs, silk stockings and 
embroidered waistcoats. That anyhow is the argument. 
Now let us see what Mr. Francis Jones and his partner 
Mr. H. A. Dalrymple have made of their recent banks 
in “simplified Georgian ”’ architecture in four northern 
towns. Let us take first their new Thornton branch near 
Blackpool. 

This is an interesting little building which at first 
sight one would take for an inn with a good space in 
front of it in which to park vehicles while their drivers 
take their refreshment, and with excellent if rather large 
lavatories on either side. Only when one had seen 
“ District Bank ” in good but rather small Trajan letters 
over the centre doorway and noticed that that doorway 
was cased in enriched and moulded stone and had a 
small coat of arms above it would one hesitate about 
the drink. Only too when one had seen in still smaller 
letters ‘“ Thornton Branch” on one of the curved wing 
walls would one hesitate about the other thing. 
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Assuming, however, that this is a bank and that the 
manager and ledger clerks really like working behind 
small-paned windows, one must admit that this little 
building with its two curved bulwarks on either side is 
a very pleasant one. These latter, which are probably 
only walls sheltering yards, give it a comfortable, well- 
protected appearance. The bank windows too because 
of their small panes, sit comfortably with the small-paned 
windows of the manager’s flat above, which is not always 





Architects Mr. Francis Jones, F.R.I.B.A. & Mr. H. A. Dalrymple, A.R.I.B.A 
THE THORNTON BRANCH OF THE DISTRICT BANK 


the case. The arrangement of the chimney-breast 
projection on the right hand flank is not quite so 
comfortabie, nor that of the down spout and soil pipe 
beyond, but these are details Englishmen are not sup- 
posed to look at. Without a plan it is difficult to see 
how the manager approaches his quarters but I fancy 
it must be by what looks like the tradesmen’s entrance 
in the right hand yard. It is really a pity one is not 
allowed to know more of the arrangements inside this 
interesting little building. Does the banking hall, for 
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instance, go right across the front and do the two ground 
floor windows therefore light it and if so how is the lobby 
to the centre door managed? Does not that make an 
awkward projection into the bank proper? Perhaps the 
banking hall only has one window and the other is to 
the manager’s private room, in which case there has 
surely been a little truly Georgian stretching to make one 


balance the other. 
The Hillside Branch, Southport, is not quite so 





Architects Mr. Francis Jones, F.R.1.B.A. & Mr. H. A. Dalrymple, A.R.I.B.A. 
BR ANC H OF THE DISTRICT BANK AT ‘HILLSIDE, SOU THPORT 


interesting. The frieze of the manager’s domestic 
windows and their green shutters, though pleasant 
enough under the cornice band, does not lie very well 
above the round-headed bank windows below. The 
building has not therefore the same unity and restfulness 
as the Thornton one we have just been considering. Then 
the canted corner, slightly curved back, must make hay 
of the banking hall which from the windows appears to 
stretch down the two flanks, unless the architects have 
some new and clever plan, which we are not permitted 
to see. I should like to see too a plan of the upper floor 
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to realize how all the flues from the various rooms in 


the manager’s flat get into that one chimney on one side 


of the buildin 1g. Perhaps some of the rooms are warmed 
electrically and the architects have given up that English 
family fetish, the chimneypiece, for it cannot be that such 
first-class men as these would have chimneypieces but 
sham ones with no flues. How too does the manager get 
into the building to get to his flat at night after the main 
door is shut? Does he have to jump over one of the 
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THE CHELFORD BRANCH OF THE DISTRICT BANK 


little side walls or has he to go round to get to the back 
from another street? It is always advisable to see the 
plans of a building but more than ever necessary with 
architects like these who clearly have ideas of their 
own and are willing to depart from the standard 
arrangements. 

Perhaps the best little branch of the four before us 
is that at Chelford, a village branch built as a cottage 
in old bricks with rustic “antique” tiles. Anyhow it 
is cottage-like and suited to a village with very little or 
no stylistic embellishments. Only ‘the two doors show 
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BANK OF TAIWAN, LID. 


(Incorporated in Japan) 


Established 1899, by Special Imperial Charter of the 
Japanese Government, with authority to issue notes 
in Formosa. 





Head Office: TAIPEH, FORMOSA. 
Central Office in Japan: TOKYO. 





Branches: 


Amoy, Batavia, Bombay, Canton, Dairen, Foochow, 

Giran, Hankow, Heito, Hongkong, Kagi, Karenko, 

Kirun, Kobe, Makong, Manila, Nanto, New York, 

Osaka, Semarang, Shanghai, Sintiku, Syoka, Singa- 

pore, Soerabaia, Swatow, Taityu, Tainan, Taito, 
Takao, Tansui, Toen, Yokohama. 


Correspondents in every Principal Town in the World 


The Bank transacts General Banking and Foreign 
Exchange Business, and acts as Business Agents for 
other Banks. Deposits are received for fixed periods 
on terms which may be ascertained on application. 





London Office : 40 & 41, Old Broad St., E.C. 2. 
M. DOI, Manager. 


Telegrams: Foreign—‘ Taiwangink, London.” 
Telephone : London Wall 5331-3 (3 lines). 





BANKERS! 





Complete your set of essential 
books of reference by ordering 
your copy of the 1939 edition 
of the 


BUILDING SOCIETIES 
YEAR BOOK 


“The ‘bible’ of the building 
societies . . . will be found 
on the desk of everyone who 
requires an accurate, reliable 
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and comprehensive volume. 
“‘Investors’ Chronicle ”’ 


Price 10/6 
from all booksellers, or from 


FRANEY & Co., Ltd. 








SECURITY ! 


Life has a sense of firm found- 
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for retirement by a 
REFUGE POLICY 


- £71,100,000 
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REFUGE 
ASSURANCE COMPANY LTD. 
OXFORD STREET, MANCHESTER, 1. 





UNITED 
FRIENDLY 


INSURANCE COMPANY, 
LTD. 


Are offering SPECIAL TERMS 
to men of proved ability. 


LIFE, FIRE, BURGLARY, 
SICKNESS, PLATE GLASS, 
DRIVERS’ RISKS, HOUSE 
PURCHASE, ENDOW-.- 
MENTS, Etc., Etc. 


E. R. BALDING, 


Managing Director. 


42 Southwark Bridge Road, 


London. 
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any Georgian manner. But why two doors here where 
there appears to be no manager’s living space, when in 
the last example one could not find the second door 
where there clearly was? Are they put in so 
prominently just for “Georgian” balance? Anyhow 
they look very well if a little too heavily surrounded by 
moulded stone for true cottage building. There is a little 
discrepancy too perhaps between them and the really 
cottage-like windows. Nevertheless this is a simple, 


2 ta 


¥ hitects Mr Franci Jones, F.R.I.B.A. & Mr. H. A. Dalrymple, A.R.I.B.A 
BRANCH OF THE DISTRICT BANK AT ASHTON-ON-MERSEY 
CHESHIRE 
effective and even charming little building showing how 
little revived style of any kind is needed where simplicity 
reigns. 

The last example, the Ashton-on-Mersey branch, has 
less simplicity and I shall therefore say less about it. It 
seems to me a little overloaded with its elaborate 
pedimented doorway and moulded bands. It is more in 
Mr. Francis Jones’s Southport manner (and mine) of 
twenty-five years ago, a manner I think we have both 
grown out of. At any rate the previous illustrations 
show that he has. 








